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DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, AND EDUCATION, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1999

THURSDAY, MARCH 5, 1998

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 2 p.m., in room SD-192, Dirksen Sen-
ate Office Building, Hon. Arlen Specter (chairman) presiding.

Present: Senators Specter, Cochran, Gorton, Faircloth, Harkin,
Hollings, Bumpers, and Kohl.

Also present: Senators Stevens and Byrd.

DEPARTMENT OF EDUCATION

OFFICE OF THE SECRETARY OF EDUCATION

STATEMENT OF HON. RICHARD W. RILEY, SECRETARY OF EDUCATION
ACCOMPANIED BY THOMAS P. SKELLY, DIRECTOR, BUDGET SERVICE

OPENING REMARKS OF SENATOR ARLEN SPECTER

Senator SpPecTeER. Good afternoon, ladies and gentlemen. The
hour of 2 o’clock has arrived which is the starting time for our pro-
ceedings.

Would the distinguished Senator from South Carolina like to
make a comment about our distinguished witness?

OPENING REMARKS OF SENATOR ERNEST F. HOLLINGS

Senator HoLLINGs. And that witness is distinguished. | think the
whole country is very proud of Secretary Riley’s leadership and his
contribution to education. | just wanted to amen the sentiments
here. At this particular time, Mr. Chairman, our full committee,
unfortunately, has got a regular hearing now, but I wanted to wel-
come him to the committee.

I think the President’s initiatives are well-founded, and the ques-
tion is where do we get the money. That is what we have got to
do. I am going this afternoon to the Budget Committee.

For the information of everyone, we will be marking up on next
Thursday, just 1 week from today, in the Commerce Committee to
back a settlement bill, hopefully. 1 hope it is a comprehensive pack-
age approach because otherwise if they just break down into dif-
ferent parts and leave out this or put in some other thing objection-
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able, then we are not going to get anywhere. But the idea with
Chairman McCain is that we get together and report out a package
bill of some kind so that the Congress will then be prepared to
work because we at the Budget Committee know the moneys for,
let us say, Social Security, Medicare, and otherwise——

Senator SPECTER. Are you still introducing the witness, Senator
Hollings? [Laughter.]

Senator HoLLINGS. Let me yield to the chairman. Thank you
very much.

Senator SPECTER. We have a crowded agenda today. We have not
only the Secretary, but we also are having a hearing on campus
crime. The Governmental Affairs Committee has scheduled a meet-
ing at 4 o'clock this afternoon, which was scheduled after this hear-
ing was scheduled. We expect the meeting to be not as bipartisan
as this subcommittee hearing will be. So, it is our hope to conclude
our proceedings by 4 o'clock.

We are pleased to welcome Secretary Riley here this afternoon.

PREPARED STATEMENT

The Department of Education’s budget request for discretionary
spending for fiscal year 1999 totals $31.2 billion, an increase of
$1.7 billion, or almost a 6-percent increase over fiscal year 1998.
We congratulate the Secretary and we congratulate the President
for emphasizing education in addition to the increase which oc-
curred last year.

Without objection, my full statement will be made a part of the
record.

[The statement follows:]

PREPARED STATEMENT OF SENATOR ARLEN SPECTER

This afternoon, the Subcommittee on Labor, Health and Human Services and
Education will begin its series of hearings on the President’s fiscal year 1999 appro-
priations requests.

We are pleased to once again welcome Secretary Richard Riley to the subcommit-
tee to discuss the budget for the Department of Education for the upcoming fiscal
year.

The Department of Education’s budget request for discretionary spending for fis-
cal year 1999 totals $31.2 billion, an increase of $1.7 billion or 5.9 percent over the
fiscal year 1998 amount.

You can see from the chart to my right the difficulty facing this subcommittee by
the President’'s assumption that savings will be realized through enactment of user
fees or new taxes.

In fiscal year 1997, discretionary spending for this subcommittee totaled $74.7 bil-
lion.

In fiscal year 1998, discretionary spending increased to a total of $80.4 billion.

For fiscal year 1999, the President has requested $84.5 billion, but $1.9 billion
of this amount would be financed by new user fees and assumed receipts from to-
bacco legislation.

Mr. Secretary, the administration’s budget request has put us in a real spot, basi-
cally $1.9 billion in the hole, and | fully expect that you will work closely with this
committee as we try to resolve this dilemma.

Mr. Secretary, of all of the funds contained within this subcommittee’s jurisdic-
tion, by far the most, direct, rewarding, and important investment we can make is
in the education of this Nation’s youth.

Today we are also pleased to have a second panel of distinguished witnesses who
will testify following Secretary Riley. These witnesses will discuss the issues sur-
rounding security on our college campuses.

Mr. Secretary, we will be pleased to hear your testimony at this time.
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INTRODUCTION OF SENATOR ROBERT C. BYRD

Senator SPECTER. We are graced today by having the distin-
guished Senator from West Virginia, former President pro tempore,
chairman of the Appropriations Committee, and just about every
other title you can find. | would make one comment. Senator Dodd
was at the funeral eulogizing Senator Ribicoff and said that Sen-
ator Ribicoff had to speak very briefly because his introduction was
so long because he had held so many positions. Well, that is like
Senator Byrd.

The floor is yours, Mr. Chairman.

OPENING REMARKS OF SENATOR ROBERT C. BYRD

Senator ByrD. Thank you, Mr. Chairman. | am very flattered by
your making this opportunity available to me. I am not on the sub-
committee, but | am very interested in the work of this subcommit-
tee. 1 will be very brief because | am somewhat of an intruder here,
but I am extremely interested in the education of our people.

Mr. Chairman, members of the subcommittee, I thank you for
holding this hearing on the Department of Education budget for fis-
cal year 1999. | extend my appreciation to you, Mr. Chairman, and
to Mr. Harkin, for all of your hard work and commitment in the
area of education.

Mr. Secretary, | welcome you today. | realize that my time is lim-
ited, so | am going to have to be direct and succinct in my remarks.

I am very concerned with the declining state of the American
education system and our Nation’s lack of progress in the area of
education. As | said last year in this subcommittee, the Federal
Government continues to pour massive amounts of money into edu-
cation, and | have voted for every appropriation for education since
the Senate and House embarked on Federal aid to education. |
have never voted against one of those bills. | just am sorry to see
zero improvement.

THIRD INTERNATIONAL MATHEMATICS AND SCIENCE STUDY

Why is it that from 1993 to 1998, education spending has in-
creased by 25 percent and at the same time results from the third
international mathematics and science study [TIMSS] ranked the
U.S. high school seniors among the worst participants in the areas
of math and science? Why is it that in all three content areas of
advanced mathematics, U.S. advanced mathematics students’ per-
formance was among the lowest of the 21 participating nations?
These are supposed to be our Nation’s stellar students.

ROBERT C. BYRD HONORS SCHOLARSHIPS

I am 100 percent for education, Mr. Secretary. | do not want to
vote against increased spending for education. It gives me great
pleasure to see well-deserving students—and there are many of
them who are committed to their studies, and | am glad to see
them attend college. That is precisely the reason that | began the
Robert C. Byrd honors scholarship so many years ago, to provide
the opportunity for an advanced education for those individuals
who realize the meaning and the importance of a good education,
not just for the time being, but forever.
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PARENTAL INVOLVEMENT

If we ever hope to improve the quality of students being pro-
duced in this country, it is essential that we recultivate an interest
in education for education’s sake, not only in our Nation’s children,
but also in their parents. Our Nation’s ailing education system is,
in part, influenced by the parents of those children and young
adults attending high school and college. Parents are role models,
or should be, and children are likely to emulate them in a mul-
titude of ways. Those parents who partake in intellectually stimu-
lating activities and encourage their children to do likewise are
slowly becoming extinct.

What is much more usual is the example of the couch potato type
of existence involving half-awake adults sipping a Budweiser and
staring at mind-numbing—mind-numbing—violent or offensive TV
programs. This lifestyle has been glorified and replicated in the de-
plorable, mindless TV sitcoms which crowd network TV and which
are watched all too much by our young people. It is like a vicious
circle, an example of life imitating popular entertainment, if such
junk can be called entertainment, and vice versa.

I just do not believe that merely proliferating education programs
will solve the problems of improving our Nation’'s quality of stu-
dents. On a fundamental level, there is something askew with the
way we are approaching education in this Nation. | started out in
a two-room schoolhouse where we did not have high technology. We
did not have computers. We did not know anything about them. We
did not have much money for supplies, but what we did have were
dedicated teachers who really cared about the future of education
and, therefore, exerted discipline to keep the focus of the school-
room strictly on learning.

My old coal miner dad told me that if |1 got a whipping at school,
I could expect to get another one at home. He meant it and | knew
he meant it. We had on that grade card a little item called deport-
ment, and | was always very careful to get a good grade in deport-
ment.

We also had parents, as | say, who would back up the teachers.
They did not say, “l will go up and whip the teachers.” They said,
“I will whip you.” Today, this has all but disappeared, | am afraid.
We have undisciplined students intimidating teachers and imped-
ing the learning of their classmates. We did not have that in my
day in school back in West Virginia. We have teachers who are
more concerned with lawsuits today—and can you blame them—
should they try even feebly to exert authority than in trying their
best to impart useful knowledge.

TIMSS RESULTS

Mr. Secretary, no longer can we afford to fabricate excuses for
why our students are not doing well. While it is true that the third
international mathematics and science study is a rigorous test, pos-
ing difficult questions to students, other countries appear to be
mastering these very same skills and concepts. Rather, we must
look for solutions.

According to the study, our high school students devote a signifi-
cantly smaller portion of time to their studies and are less likely
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to take 4 years of math and science instruction. Now, why is that?
Why are they permitted to opt out of these two critical disciplines?
Obviously, getting back to the basics is where we need to focus.

I am not here today to prescribe the solution for our Nation’s
lack of progress in the area of education. | wish it were that sim-
ple, and | could with the snap of my fingers change the results of
the third international mathematics and science study and rank
U.S. seniors as No. 1 in the world.

PARENTAL INVOLVEMENT

But | think we concentrate too much on what is the best team
in the league, though no ball game ever changed the course of his-
tory. | like to watch games. | get all tensed up sitting on the edge
of my chair, too, but when it is all over and | have watched that
football game, | can say truthfully that when you have seen one
game, you have seen them all. They are all alike. They never
change, and no ball game is ever going to change the course of his-
tory. Ball games did not put man on the Moon. It takes the brain
of the person who has a mind and heart, the dedication to study,
and who is willing to work, and to exercise that drive and ambi-
tion, to get somewhere. And good teachers can go a long way in en-
couraging that and so can good parents.

I think that all of my colleagues here would agree that "U.S.
Seniors Rank Among the Best and the Brightest” would be a thrill-
ing headline to have emblazoned on the front page of the New York
Times or the Washington Post or the Washington Times or my
hometown newspaper. But the question is: Why are we not the
best?

I suspect that part of the reason is because we have taken the
focus off teaching the basics and using discipline to make sure
order is maintained in the classroom and instead stressed pleasing
everyone—parents, lobby groups, and students—with curriculums,
dumb-downed textbooks, and teaching methods. We are subjugat-
ing time-honored techniques for grounding students with basic edu-
cational skills in history and geography, for example, to other laud-
able concepts and interests such as social sciences, which are good,
but when students do not know when the Civil War occurred or in
what century it occurred, and can only remember Abraham Lincoln
because he got shot, something is wrong.

I view such a juxtaposition as a grand mistake and | think test
results continually prove me correct, unfortunately.

I thank the chairman for giving me this opportunity to speak be-
fore the subcommittee.

I have some questions, Mr. Chairman, that I would like to sub-
mit for the record. I will not impose on the time of the subcommit-
tee, whose members have been so generous already with me. |
would like to include them in the record, but I would like if I might
ask if Secretary Riley would like to respond to my statement.

Senator SpecTER. Well, Mr. Secretary, let me first call on Sen-
ator Cochran for an opening comment, and then we will call on
you. Your response to Senator Byrd's statement may well con-
stitute your testimony. [Laughter.]

I would make just one comment on my father’s agreement with
Senator Byrd about football. My father watched a brief part of a
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football game once and a fumble occurred, one of those plays where
16 different people touched the ball and finally someone fell on it.
And my father looked at it and said, why do they not give all those
men another football? [Laughter.]

Senator BumMpPERS. Mr. Chairman, may | just make one remark
on Senator Byrd's statement about getting a whipping, if he got a
whipping at school, he got one at home that night. There is a story
up in the Ozarks about a kid who got a whipping every day. He
got in trouble, and every night when he got home, he got another
one. He got tired of that, and one day he made a commitment that
he was going to do absolutely nothing to get a whipping at school
for. And he had made it just fine, and about 10 minutes before the
bell rang, the teacher was walking up and down the aisle. And he
stopped by this kid's desk, and he said, Johnny, who wrote the Dec-
laration of Independence? And he was intent on not getting in trou-
ble. He says, | don't know. | know I didn't do it. [Laughter.]

When he got home that night, his father said, well, did you get
a whipping in school today and he said, yes, | did, but he said, it
wasn’'t my fault this time, Dad. He says, that's what you always
say. What happened?

So, he told him. He said the teacher asked me if | wrote the Dec-
laration of Independence, and | told him, no, | didn't do it. He
asked, if 1 knew who did it, and | said, no, | don't know. | know
I didn't do it. His old man said, well, if you didn't do it, you prob-
ably had it done, and proceeded to give him another one. [Laugh-
ter.]

Senator SpecTER. There will not be time for your testimony.
[Laughter.]

We thank Senator Bumpers for his opening statement. [Laugh-
ter.]

Senator Cochran.

OPENING REMARKS OF SENATOR THAD COCHRAN
Senator CocHRAN. Thank you, Mr. Chairman.
NIH RESEARCH ON READING

Mr. Chairman, | wanted to bring to the attention of the Sec-
retary the fact that we are making progress on an initiative that
we discussed at last year's hearing, and that was the convening of
a reading panel to try to analyze research that had been done at
NIH in NICHD, the National Institute of Child Health and Devel-
opment, affecting the ability of children to learn to read or not
learn to read at early ages. | am glad to see that the progress we
have made has now resulted in the selection of some of these panel
members and the work of the panel will begin soon.

AMERICA READS CHALLENGE

I bring it up in this context: the budget proposal by the adminis-
tration suggests that the President’s reading program and a House-
passed bill may form the basis of the Department’s initiative on
this subject, and substantial funds—I think about $200 million—
are requested or predicted to be spent in support of this.
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HOUSE DIRECTIVE ON CONVENING READING RESEARCH PANEL

I wonder whether or not you can react for the record during your
comments or for the record in writing later, if you like, whether
there will be an opportunity for the President’s initiative to proceed
with the benefit of the findings of this panel, which was supposed
to be analyzing research data, coming up with techniques for
screening, for teaching, suggestions about new ways to deal with
problems of learning disabilities or reading disabilities, whether
physical or emotional. The findings it seems to me can go a long
way toward heading us in the correct direction and the right direc-
tion in trying to deal with this problem that is nationwide.

I am not suggesting we need to federalize the reading instruction
in our Nation’s schools. What | am suggesting is for parents to
have a better knowledge base in what to look for in terms of detec-
tion of early problems in children, and school districts to have the
benefit of knowledge that has been developed by scientific-based re-
search that is respected in this area so that we can develop at the
local level or the State level, whatever the appropriate level is, the
right kind of curriculum and initiatives to deal with reading prob-
lems at early ages.

I am hopeful that you will look at the conference report again
that was adopted by conferees on this subject wherein we talk
about the importance of this reading panel that is going to be de-
veloping its findings and its recommendations. And I am going to
read again into the record.

“The conferees endorse the language outlined in the Senate re-
port"—this is the appropriations bill for this current fiscal year—
“regarding research programs on reading development and disabil-
ity, and also concur in the directive to the Secretary of Education
to consult with the Director of the National Institute of Child
Health and Human Development to convene a panel to assess the
current status of research and effective approaches to teaching chil-
dren to read.”

We hope that the Department of Education will closely monitor
the progress and try to see that the benefits of this research are
disseminated for all who have responsibilities and interests in this
area.

TITLE | ALLOCATION FORMULA

One other subject that | would like for you to look at and that
is the title I program. It is designed to deal with the reality of pov-
erty and the effects of poverty on children who grow up in that en-
vironment and the difficulties that they are confronting in trying
to learn and succeed in school. We all know that the program was
designed to provide school districts who have large numbers of
these children with additional funds to help meet those needs.

What worries me is that with the redesign of the title I allocation
formula, a lot of States like mine are projected to get less money
in the future than they have in the past for this program when we
still have huge numbers of children who fall into the category of
the population designed to be served by title 1.

What | am suspecting is that the reality of the political weight
of the votes in the House of Representatives from population areas
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that are more influential because of their sheer numbers, we are
seeing smaller States like my State of Mississippi and others like
that getting less money now because of the pure, simple weight of
the votes in the Congress and the influence that brings to bear on
the policies that are made by this administration and by the Con-
gress. | know the Congress helps write the allocation formula, but
I suspect that there needs to be a new degree of attention being
paid to this problem and I hope you can help ensure that this is
done. Your comments along that line are what | am requesting.

TEACHER TRAINING MODEL

Also your submission about the fact that our policies with respect
to teachers, that we need to develop some kind of national model.
I think the national writing project, which the administration has
agreed needs to be funded this year, which I am glad to see, could
serve as a nationwide model for teacher training. Rather than
spending only $5 million on a program like this, make it the na-
tional model and spend the money that you had intended to spend
in another area that would just be kind of spread out for everybody
to experiment on their own. Here is a program that has proven to
be effective. It has a huge constituency among those who have had
the experience of the program. It works. Adopt it as the national
model and fund it as the administration’s model for teacher train-
ing.

I have some other observations and questions which I will submit
for the record, but | appreciate your attention to those issues.

Senator SPECTER. Thank you very much, Senator Cochran. Be-
fore yielding to our distinguished chairman of the full committee,
let me call on the ranking member of this subcommittee, Senator
Harkin.

OPENING REMARKS OF SENATOR TOM HARKIN

Senator HARKIN. Thank you, Mr. Chairman. | apologize for being
a little late. | just wanted to be here to again welcome Secretary
Riley back to the subcommittee to discuss the administration’s
budget for the Department of Education.

I want to state unequivocally that for the past 5 years, Mr. Sec-
retary, you have been the voice and the advocate, the leading voice
and the leading advocate, for improving public access, access to our
schools, public education, and college education for countless Amer-
icans. There is no question, Mr. Secretary, about your dedication
to making education a top priority in this country and your out-
standing leadership. Indeed, President Clinton made a very wise
choice in picking you to be Secretary of Education during this cru-
cial period leading to the 21st century.

I just want to commend you and compliment you in public for all
that you have done. I have been involved in education a long time.
I travel around the country, and everything | hear all over this
country is thank God for Secretary Riley because we are moving
ahead and we are making differences and we are making changes
in this country.
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FEDERAL EDUCATION FUNDING

Last year we had the single largest increase in education funding
in more than 30 years. We enacted tax credits to help millions of
Americans attend college. Again, this was done because of Sec-
retary Riley’s leadership, but it was also done on a bipartisan
basis.

I compliment our chairman, Senator Specter, for his leadership
in guiding and directing this bill through, the largest single in-
crease in education funding in 30 years out of this subcommittee.
Senator Specter, you are to be commended for leading that charge.

FEDERAL EDUCATION INITIATIVES

Now, the administration’s budget for next year builds on that
success. It proposes bold actions. Too many students are taught in
classes that are too large; 14 million students attending buildings
that are unsafe; 5 million kids left unsupervised after school hours.

So, these are all areas | know, Mr. Secretary, that you want us
to look at and to approach in our appropriations process this year.

So, | just want to say | applaud your leadership in attacking
these serious concerns head on. These new investments that have
been proposed by the President in these critical areas are ones that
I strongly endorse, as well as many of the other recommendations
in the 1999 budget request.

Again, Mr. Secretary, welcome back and thank you for your great
leadership.

Secretary RiLEY. Thank you, sir.

Senator SPECTER. Thank you very much, Senator Harkin.

Our distinguished chairman of the full committee, Senator Ste-
vens.

Senator STEVENS. Mr. Chairman, | am pleased to be here. I am
familiar with your questions that you are going to ask about the
gap in the amount of money that is sought and where it is coming
from. So, I will just defer and wait for your questions.

Nice to see you, Mr. Secretary.

Secretary RiLEY. Thank you, sir.

Senator SPECTER. Senator Bumpers.

OPENING REMARKS OF SENATOR DALE BUMPERS

Senator BumPERS. Mr. Chairman, let me just say that | want to
echo virtually everything that Senator Harkin said about my admi-
ration and respect for the Secretary. He is an educational icon to
educators in this country. He has been a good personal friend of
mine for many years, and | have never known anybody whose rep-
utation is any higher for probity or dedication and determination,
especially the latter two, in the field of education.

My reason for being here is not to squawk at the budget. Every-
thing about the budget pleases me. | am glad to see the increases.
I have the utmost confidence in this Secretary to spend the money
very wisely.

When the time comes for me to ask questions, | can alert the
Secretary to a very simple $1.8 million grant application that we
included in the bill last year and have just been told by the Depart-
ment that they would not fund. Is the Secretary familiar with that?
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Senator SpecTeER. Well, Senator——

Senator BumpERs. | just want to make sure he is prepared for
the question.

Senator SPECTER. Let us proceed with his testimony and we will
come back to questions, if we may.

Secretary Riley, that is a long introduction. [Laughter.]

But a good part of it was filled with compliments which you may
not have objected to too much. You have quite a lot of questions
pending already from Senator Byrd and Senator Cochran and Sen-
ator Bumpers.

SUMMARY STATEMENT OF HON. RICHARD RILEY

Secretary RiLey. If | might give a brief statement, Mr. Chair-
man, or would you like me to just go ahead and answer questions?
I would like to cover a couple of points.

Senator SPeCTER. Your full statement will be made a part of the
record, and to the extent you can summarize it and perhaps ad-
dress the questions, | think that the questions which Senator Byrd
and Senator Cochran have articulated are probably ones which you
have on your mind in any event. So, the floor is yours as you see
fit.

Secretary RiLey. If | might move through very quickly a very
brief statement and submit the longer statement.

Senator SPeECTER. Fine.

Secretary RiLEY. | am pleased to have Tom Skelly with me, my
Budget Director, who has been with our Department, by the way,
24 years and worked side by side with Sally Christiansen for many
years. So, Tom, it is good to have you with us.

FISCAL YEAR 1999 EDUCATION BUDGET REQUEST

I am going to move quickly through the discretionary side of the
budget. | would say that this budget continues our strong emphasis
on helping children master the basics, turning around failing
schools, protecting children from drugs, and speeding up the proc-
ess of getting technology in the classroom.

READING PROGRAMS INCREASES

Our 1999 request includes a $392 million increase for title 1 and
a total of $260 million for America Reads. Our goal for both of
these programs and others is to make sure that every child can
read well and independently by the end of the third grade, if not
earlier.

THIRD INTERNATIONAL MATHEMATICS AND SCIENCE STUDY

And we must do a better job at teaching our children math and
science, Senator Byrd, as you pointed out. America’'s 12th graders
really hit the bottom in the latest third international mathematics
and science study, and the results are unacceptable to me and | am
sure to each of you.

Our schools, according to the TIMSS study, actually do a very
good job of teaching the basics of science and math in the first four
grades. Senator, this is dealing primarily with the question you
asked. We fall behind, however, in the middle years. As you recall,
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in grade four, we were second only to Korea in science—with all
the diverse schools in this country and all the fourth graders, sec-
ond only to Korea and all of the countries in the study. In math
we were way above average, in the top levels, up above above aver-
age. In middle school, we dropped. We were about average. We
were just barely above average in science, barely below average in
math, and then in high school, as you point out, we dropped.

I can respond to some questions and some analysis about that in
a moment.

But among the problems is that only about 20 percent of our
eighth graders take algebra; 100 percent of the eighth graders in
Japan take algebra. Many high school students check out and do
not take the tough math and science courses. They just kind of
drift through school, oftentimes not taking those difficult courses.

The reality is that many science and math teachers are teaching
out of field. I was talking to a foreign education secretary recently
and | said something about how that was a problem. They said, |
don't know what you are talking about. They could not imagine
having a math teacher who did not finish in math—whose field of
study was not math. That is a real problem in this country.

RAISING EXPECTATIONS, STANDARDS, AND TEACHER PREPARATION

All of this is compounded by the fact that we set very low expec-
tations for our students, and | think that is probably at the heart
and it touches much of what you said.

The results from the TIMSS study provide ample evidence for
why we need national standards of excellence. | think that is a
very important move that you have made and all of us have made
together, and why the Senate should continue to support the Presi-
dent’s call for voluntary national tests in reading and math. Par-
ents not only want to know how their country is doing from the
sample test like TIMSS and NAEP, but they also want to know
how their children are doing as well. The only way we can find that
is to have a comparable test for an individual child, and that is
what the proposal is.

Our budget includes $32 million to begin implementing an action
strategy developed jointly by the Department and the National
Science Foundation to improve math and science instruction. We
are also proposing to create a $67 million teacher recruitment and
preparation program in the reauthorized Higher Education Act,
which will go a long way | think toward preparing many more
teachers to teach math and science.

PROGRAMS TO REFORM FAILING SCHOOLS

Now, to turn around failing schools, we seek your support for a
new $200 million education opportunity zones program, a $30 mil-
lion increase in the comprehensive school reform program to help
some 3,500 schools—that was a part of the proposal of last year,
to increase that—and an increase of 25 percent in charter schools,
enough funding to start up 1,400 new or redesigned schools. Urban
school districts from Philadelphia, Mr. Chairman, to Chicago to Se-
attle are putting promising practices into place and are getting
some results. | was in Seattle recently and was very pleased with
what | saw there.
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But to turn around failing schools, you have to begin with safety,
and that is why we propose a $200 million major expansion of the
21st century community learning centers program, the after-school
program, supporting 4,000 after-school centers, which serve as safe
havens and learning places. We are requesting $50 million to put
well-trained drug and violence prevention coordinators in one-half
of all of America’s middle schools.

TEACHER TRAINING AND TECHNOLOGY INITIATIVE

Education technology remains high on our agenda. We are plac-
ing a special emphasis on a new $75 million teacher training and
technology initiative to make sure that all new teachers can use
technology effectively in the classroom.

STUDENT FINANCIAL ASSISTANCE PROPOSALS

Our request for higher education builds on last year’s many ac-
complishments. We are seeking to increase the maximum Pell
award from $3,000 to $3,100.

We are proposing a $53 million increase for TRIO, a strong ex-
pansion of the very effective work-study program.

PARTNERSHIP PROGRAMS DESIGNED TO RAISE STANDARDS

Over 930 colleges and universities now have committed their
work-study students to America Reads, 48 of those being in Penn-
sylvania. Penn State, for example, has over 400 students involved,
and the University of Pennsylvania has over 90 students involved
who are working with middle school-aged students, tutoring them
for help.

Finally, 1 make special reference to the high hopes for college
proposal. Our $140 million request would create new partnerships
between 2,500 middle schools and our Nation’s colleges and univer-
sities over the next 5 years. These types of partnerships are, to my
way of thinking, one of the most effective and low cost ways to get
high standards into our Nation’s classrooms.

The Tell Them We Are Rising Program at Temple, and the
Berkeley Pledge Program at UC-Berkeley are two examples of
these. | had the opportunity to be at Berkeley recently and to go
out to a school in Richmond with Bob Berdahl, the chancellor, to
see the wonderful work that Berkeley is doing with this little, rel-
atively poor—many of the kids are poor—school. They are working
one on one with them.

In conclusion, I am prepared to work with the committee to craft
a budget that reflects the high priority that the American people
are placing on education. | think that is apparent. | believe we can
succeed in the effort, if we continue as we have in the past, to leave
politics at the schoolhouse door and work for the common good of
all children.

PREPARED STATEMENT

Now | would be happy to respond to questions, Mr. Chairman.
Do you want me to address Senator Byrd's? Senator Cochran has
left, and | will be glad to respond to his questions or give them to
him in writing. How would you like me to proceed?
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[The statement follows:]

PREPARED STATEMENT OF RICHARD W. RILEY

Mr. Chairman and Members of the Subcommittee: | am pleased to have this op-
portunity to talk with you about President Clinton’s 1999 budget request for the De-
partment of Education. This Subcommittee has produced strong budgets for edu-
cation over the past few years, but | think you will find that the President's 1999
budget represents the most comprehensive effort yet to raise standards and give
schools, teachers, and students the tools to reach those standards.

The American people have made education their number one priority, and the
President’s budget for education reflects their concerns. In particular, the 1999 re-
quest includes the largest increase in 30 years for Federal elementary and second-
ary education programs. Our purpose is straightforward: we want our elementary
and secondary schools to match the world-class quality of our colleges and univer-
sities.

The President’s 1999 budget proposal would reduce class size in grades 1-3, help
school districts build new schools and modernize existing ones, improve teacher
quality, target new assistance to poor urban and rural schools, help bring technology
into the classroom, and give all Americans the financial support and information
they need to go to college.

We are requesting a total of $31.2 billion in discretionary budget authority for fis-
cal year 1999, an increase of $1.7 billion or almost 6 percent over the 1998 level.
The request also includes two major education initiatives that fall outside of the dis-
cretionary budget, and | want to briefly mention these before moving on to a sum-
mary of our discretionary request.

CLASS SIZE AND SCHOOL CONSTRUCTION

First, President Clinton is proposing to spend $12 billion in mandatory funds over
the next 7 years to recruit and train 100,000 new teachers. These teachers would
help reduce class sizes in grades 1-3 to a nationwide average of 18 students. We
believe that small classes are critical to giving our youngest students the foundation
they need for high achievement in the later grades. In particular, small classes
would help ensure that all children are able to read well and independently by the
end of the third grade.

In addition, small classes would make it possible for teachers to provide extra
support and attention to children with special needs, including children with disabil-
ities and children with limited English proficiency. The 1999 budget includes $1.1
billion in mandatory funding to launch the Class-Size initiative.

Second, the President is proposing Federal tax credits to pay the interest on al-
most $22 billion in bonds to build and renovate public schools. Schools across the
country are suffering from overcrowding, created in part by the “baby boom echo”
that will increase school enrollments every year for the next 10 years. These grow-
ing enrollments create a tremendous need for new schools in many districts.

In addition, the General Accounting Office has reported that existing schools re-
quire over $100 billion in repairs to ensure that teachers can teach and students
can learn in safe and orderly conditions. | would also note that beyond the issue
of safety is the need to modernize schools to take advantage of educational tech-
nologies like computers and the Internet.

The President's proposal would help to build or modernize an estimated 5,000
public schools, with half of the support allocated to the 100 school districts enrolling
the largest numbers of poor students. | want to emphasize, however, that the Class-
Size and School Construction initiatives would improve educational opportunity and
achievement for all students.

HELPING CHILDREN MASTER THE BASICS

Turning now to the President's discretionary request for the Department of Edu-
cation, we are continuing our emphasis on helping children master the basics. We
know that early competence in reading and math is critical for all children, but it
is particularly important for disadvantaged and limited English proficient students,
who often fall behind early and find it difficult to catch up in the later grades.

The primary Federal program for raising the achievement of such children re-
mains the Title | Grants to Local Educational Agencies program. The 1999 request
includes a $392 million increase for Title I, all of which would be distributed to
high-poverty urban and rural schools through the Concentration Grants and Tar-
geted Grants formulas.
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We also are proposing to increase the number of teachers qualified to teach the
basics to Hispanic and other limited English proficient students by doubling funding
for Bilingual Education Professional Development to $50 million.

The budget provides $260 million for America Reads, which would support local
programs that provide tutoring and help improve reading instruction in our schools,
so that every child can read well by the end of the 3rd grade.

In mathematics, we have new and disturbing evidence that our students are far
short of where they need to be to compete in the knowledge-based economy of the
21st century. Last week, the Department released the latest results of Third Inter-
national Math and Science Study (TIMSS), on which U.S. 12th graders out-
performed only two of the 21 participating countries in math and science.

This level of performance is just unacceptable, and to my mind confirms the need
to raise standards dramatically in American schools. When the 8th grade math cur-
riculum in American schools looks like the 7th grade curriculum in other countries,
and when 28 percent of our high school mathematics teachers did not major or
minor in mathematics in college, it is clear that we have not set our expectations
high enough. The TIMSS results provide yet more evidence that we need national
standards of excellence in core subjects like mathematics and science. The Presi-
dent’s call for voluntary national tests in reading and math is intended to address
this need, and | hope the Senate will continue to support the development of these
tests.

The 1999 budget also would help improve teaching and learning in math and
science by providing $32 million to implement an Action Strategy developed jointly
by the Department and the National Science Foundation. The strategy is designed
to improve the math teaching of elementary and middle school teachers, assist com-
munities in the selection and implementation of rigorous instructional materials,
maximize the effective use of existing Federal resources, and promote public under-
standing of the importance of challenging middle school math.

RAISING ACHIEVEMENT IN POOR URBAN AND RURAL SCHOOLS

A second priority in the Department’s discretionary request is to support fun-
damental change in America’s urban schools, where promising efforts to turn
around low-performing schools are starting to take hold. While much of our pro-
posed investment in helping children master the basics will help urban schools, the
budget includes several initiatives targeted on the special challenges faced by poor
urban and rural schools.

For example, the new $200 million Education Opportunity Zones program would
make approximately 50 grants to poor urban and rural districts to improve account-
ability, raise teacher quality, and expand public school choice. A $30 million in-
crease in the Title | Comprehensive School Reform program would help some 3,500
schools accelerate educational improvements and turn around failing schools. A 25-
percent increase in Charter Schools would support the expansion of public school
choice through the start-up of up to 1,400 new or redesigned schools. And to help
recruit and train new teachers for urban and rural areas, we are proposing to create
a $67 million Teacher Recruitment and Preparation program in the reauthorized
Higher Education Act.

School safety is a special concern in high-poverty areas, and extended learning
time can help disadvantaged students catch up in their academic skills. That is why
this budget includes a $200 million major expansion of the 21st Century Community
Learning Centers program, which would support keeping approximately 4,000
schools open after-school as extended learning safe havens. In addition, we are re-
questing $50 million to hire Safe and Drug-Free Schools Coordinators, who would
help almost half of all middle schools develop and implement effective strategies for
keeping our kids away from drugs.

EDUCATIONAL TECHNOLOGY

A third priority—one that | know is shared by several members of this Sub-
committee—is educational technology. A $50 million increase for the Technology Lit-
eracy Challenge Fund would help more schools buy hardware, train teachers to use
technology, and develop and buy software. The $106 million request for Technology
Innovation Challenge Grants would support 24 new awards to develop or adapt cut-
ting-edge technology for America’'s classrooms. And a new $75 million Teacher
Training in Technology initiative would help make sure that all new teachers can
use technology effectively in the classroom.
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HELPING STUDENTS PREPARE AND PAY FOR COLLEGE

Finally, our 1999 request builds on last year's historic achievement in helping stu-
dents and families pay for college, which included a $300 increase in the maximum
Pell Grant award and the creation of the HOPE Scholarship and Lifetime Learning
tax credits.

The President’s budget proposes $7.6 billion for the Pell Grant program, an in-
crease of $249 million that would further raise the maximum Pell award from
$3,000 to $3,100. A $70 million increase for Work-Study would reach the President’s
goal of giving one million recipients the opportunity to work their way through col-
lege, while also supporting additional Work-Study tutors for America Reads.

We are asking for $583 million for the TRIO programs, a $53 million increase
aimed at expanding the number of Upward Bound projects—especially in under-
served areas including Hispanic students. TRIO's efforts to encourage low-income
students to prepare for and enter postsecondary education would be reinforced by
the HIGH HOPES initiative.

HIGH HOPES for College for America’'s Youth would promote partnerships be-
tween colleges and middle or junior high schools in low-income communities. Begin-
ning in the sixth or seventh grade, the program would give students information
about college and what it takes to go to college, along with support services like
mentoring and after-school activities that help children stay on track to complete
high school and enroll in college. The $140 million request for HIGH HOPES would
be the first step toward serving more than 1 million students in 2,500 middle
schools over the next five years.

CONCLUSION

The 1999 request for the Department of Education reflects an ambitious and com-
prehensive effort to help States and communities address critical issues in education
and prepare our children for the challenges of the next century. | believe we can
succeed in this effort if we continue—as we have in recent years—to leave politics
at the schoolhouse door and work for the common good of all our children.

I will be happy to take any questions you may have.

MATH AND SCIENCE ACHIEVEMENT

Senator SPEcTER. Well, Senator Byrd cannot be with us long, as
I understand his schedule, so if you would respond at this point to
his question, we will then proceed with a round of questions for the
members.

Secretary RILEY. Fine.

Senator, | certainly agree with the tenor of the strong concern
you have for excellence in education, and | tried to address in my
statement some of the TIMSS issues.

Let me say some more on that. It is very clear to me that, for
example, our 8th grade students, generally, in math and science
are taking what 7th grade students are taking in most of the coun-
tries that did a lot better than us in the middle schools and in the
12th grade.

However, we have improved performance in math and science al-
most a grade level over the last 12 to 14 years. That has been a
result of targeting on math and science—coming out of putting a
person on the Moon and all those other efforts to target math and
science education. Obviously, we have not improved enough. Others
have gone up probably a grade level plus.

So, we have made improvement. We are making improvement.

The fact that we do so well in the fourth grade certainly makes
it right clear that the basics that we have up through the fourth
grade we are excelling in, leading the world in science and almost
in math. Then we begin to drop. | think a good part of it is low
expectations. We do not demand enough, | think, for some of our
students, as you pointed out, and of teachers in the system. In high
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school, 25 percent of our students, for example, take physics. In
countries we are competing with, about 75, 80, to 85 percent take
physics. So, our students compare on a physics exam very poorly.

Those kinds of things | think we can do something about. | do
think we ought to start urging 4 years of math and science. | re-
member when | was Governor of South Carolina and raised it to
3 years of math and science, people thought that was rather dra-
matic. Now it is clear to me that we need 4 years of math and
science, and, of course, | hope States would use the TIMSS infor-
mation to move that forward.

As you know, | support the tenor also of the Byrd scholarship
which is merit driven, and that also makes a very good statement
I think and I am very pleased that it is in our budget.

PARENTAL INVOLVEMENT

So, | think high expectations and parental involvement are need-
ed. Parents are involved more in elementary school obviously than
middle school and high school. | think it is a good thing for us to
urge parents to get more involved with their children in middle
school and high school and talk with them about the kinds of
courses they ought to be taking to go to college, to be successful in
life, and talk with them about drugs and about smoking and about
alcohol or whatever. So, | think parents are a very critical part of
the mix also.

Mr. Chairman, do you want me to address Senator Cochran’s
issues or wait——

Senator SPeCTER. | think Senator Cochran may be rejoining us.
He said he would try to return. So, let us await his return.

Now we will start 5 minute rounds for members.

Senator Byrp. Mr. Chairman, before you begin, may | thank you
again and may | thank all the members of the subcommittee for
being so patient with me. I am not a member, and the subcommit-
tee has been very gracious.

And | thank you, Mr. Secretary.

Secretary RiLEY. Thank you, sir.

Senator SPECTER. Senator Byrd, | know | speak for all the mem-
bers. We are glad to have you here. Thank you.

I said at the outset, and a number of members have joined since,
that following your testimony, Mr. Secretary, we have a hearing on
campus safety, and after we had scheduled these hearings, Govern-
mental Affairs scheduled at 4 o'clock a proceeding on the report
which is going to be very complicated and contentious. So, it is my
hope we will conclude by 4 o’clock.

BUDGET OFFSETS—TOBACCO SETTLEMENT AND USER FEES

We are going to proceed now with 5 minute rounds. So, the first
question | have for you, Mr. Secretary, is in making your budget
projection, $1.9 million is based upon proceeds from a tobacco set-
tlement and from unauthorized user fees. If we do not get those
sources of revenue, which are right now highly speculative, how
will we pay for that $1.9 billion?

Secretary RiLey. Well, | understand from what was said earlier
by Senator Harkin or one of the Senators that there is some posi-
tive information developing, hopefully, on that issue.
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Senator SpecTER. Positive information developing, hopefully.

Secretary RiLEY. Hopefully. [Laughter.]

Senator SPECTER. That is a long way from being a bird in hand.

Secretary RiLEy. If that is resolved and, of course, those funds
are there——

Senator SPECTER. If not?

Secretary RILEY [continuing]. Then we think the best use of the
funds would be as we indicate. If not, which is your question, then
we still think the idea of sending funds to the States for them to
use to reduce classroom size for those early grades one, two, and
three, and especially for hiring teachers specially trained in read-
ing, that this would be very, very helpful for this country. All we
can say is that we think those are very worthwhile purposes. If this
offset Is not there, then we would welcome other offsets or sugges-
tions and would be happy to discuss those kinds of things with you.

Senator SPECTER. We too would be interested in welcoming other
suggestions, but this budget is very problemsome, Mr. Secretary,
because of that $1.9 billion gap.

CLASS SIZE REDUCTION—USE OF PAROCHIAL CLASSROOMS

But let me go on to another question and that is on the Presi-
dent’s initiative on class size reduction. The subcommittee asked
for a study by your Department, which is not yet complete except
for some information. This is an idea advanced by Cardinal
Bevalaqua of Philadelphia where the schools are overcrowded, yet
the Catholic schools have a lot of space. It costs $7,000 a year to
educate a student in the Catholic schools. Cardinal Bevalagua
would like to open his doors for $1,000.

It obviously implicates church-State separation. Can you give me
your view on that sort of a proposal?

Secretary RiLEy. Of course, we were asked to give a report back
on that subject, and we will have that to the Congress by, probably,
April. We are just about completed with it.

Some of the initial findings of the report are that among the 34
large urban school districts, 22 reported some overcrowding in any-
where from 13 to 91 percent of their schools. The associations rep-
resenting private schools indicated that private and parochial
schools have some space available, but approximately one-half of
those associations believe that the space is quite limited. That was
a mixed view. As | say, this is not final information.

The associations also indicated some problems and concerns that
would develop in such a transfer. Schools could maintain their cur-
rent curriculum, their current admissions, assessment, and other
policies without change. These concerns are what came back to us.
Religious schools would not be required to permit exemptions from
religious instruction to transfer students. Private schools would not
be required to serve a large number of students with special needs.
There would be no increase in Government control of private
schools and so forth.

So, you have a lot of concerns expressed by private schools that
if they get into this, they do not want to shift the nature of their
private school basis. We have not completed that study, but those
are some questions that have been raised to us by some of the pri-
vate school people.
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CAMPUS SECURITY ACT PANEL

Senator SpecTer. Well, my yellow light is about to turn to red,
and | want to maintain the timing. So, I will conclude my round
simply by pointing out another panel we are going to have on com-
pliance with the Campus Security Act, and | would hope that you
could stay for a few minutes, Mr. Secretary, although your assist-
ant, Mr. David Longanecker, will be the principal witness.

Senator Harkin.

Senator HARKIN. Thank you, Mr. Chairman.

YOUTH VIOLENCE AND AFTER-SCHOOL PROGRAMS

Mr. Secretary, | have here an article from the Des Moines Reg-
ister last fall, and the headline reads “Killing Time Literally After
School.” It talked about a study that was done at Northeastern
University, the College of Criminal Justice in Boston by Mr. James
Allen Fox about the fact that juvenile crime is worse in the after-
noon—and not late at night—between 2 p.m., and 8 p.m. Almost
50 percent of violent juvenile crimes occur between 2 p.m., and 8
p.m. Only one-seventh occurs between 11 p.m., and 7 a.m., when
curfews typically are in effect.

I know that you want to address this issue, and you can tell us
more about your efforts, what you want to do in getting after-school
programs?

I will just say that James Allen Fox said in the afternoons we
used to have sports, drama, and music. We had violins and now it
is violence.

So, what exactly are you proposing, Mr. Secretary?

21ST CENTURY COMMUNITY LEARNING CENTERS

Secretary RiLEYy. Well, last year, this current budget year, you
approved our request for the 21st century community learning cen-
ters and appropriated $40 million for that program. That was in
my judgment a very wise move.

AFTER-SCHOOL PROGRAMS

We have proposed in this budget to raise the $40 million to $200
million and to have it funded for 5 years, $1 billion over 5 years
going to after-school programs. It is all involving partnerships,
quality programs that would address the issue that you raise. Par-
ents want children, if they are in after-school programs, to have ac-
cess to computers, art programs, academic programs, sport pro-
grams, those exciting, interesting, engaging things to do, not just
to bide time, but for there to really be learning time that is also
interesting.

MOTT FOUNDATION FUNDS FOR AFTER-SCHOOL PROGRAMS

The Mott Foundation, by the way, a private foundation, was so
interested in that purpose, the after-school purpose, that they have
committed $55 million over a 5-year period to place emphasis on
quality in those programs. They had people come in and meet and
talk about how best to implement after-school proposals, how to set
up the after-school programs. Mott had bidders conferences around
the country and 5,000 people attended.
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In this $40 million program that you all approved last year, we
had room for funding perhaps 400 of these programs; 16,000 re-
gquests were made about the program.

I do not think there is any question that this is the right direc-
tion to go. If we are going to solve many of the problems that
TIMSS and other studies have shown, we have got to make good
use of that after-school time for all children. That is it, and as you
point out, youth crime and victimization both happen primarily
during the time, as they say, the school bell rings and before the
factory whistle goes off. So, I am very hopeful that you all would
fund that additional amount for that existing program.

Senator HARKIN. Thank you, Mr. Secretary.

I also think that that is one of the most important things that
we can be about. | think it is one of the great helps that we can
give our elementary and secondary students around the country.

I see my time is running out.

MATH AND SCIENCE ACHIEVEMENT—TIMSS

I just want to ask you about the TIMSS study. How come? Just
one more time. Why in the 12th grade we are so low, 4th grade we
are so high? What is happening between the 4th and the 12th
grades?

Secretary RiLey. Well, 1 will not repeat all of the things, but the
TIMSS study observed in eighth grade that the American curricu-
lum was an inch deep and a mile wide. The curriculum, for exam-
ple, in Japan in eighth grade would have like seven topics. America
would have like 32 to 33. There is not anything wrong with that
at all, but it is just kind of the way we go about teaching math and
science, a little bit of everything.

Their suggestion, of course, is to get deeper into fewer topics
early to build a foundation for high school. A key way to do that
is algebra. To have algebra in the eighth grade we think is abso-
lutely critical. There is no reason in the world why our students
cannot have algebra and some geometry by the eighth grade. That
is what happens in practically every other country we are compet-
ing with and having difficulty with.

I think the programs that we have proposed are having a quicker
effect in elementary school also. The high standards | think are
working, and the technology things that we are doing. Title I large-
ly funds those early school years, and the changes in title I, doing
away with the watered-down curriculum, and so forth are produc-
ing results. I think all of that is making a big difference.

Then when you get on up into high school—this test was given
in 1995. Maybe there are some changes that are taking place now,
but not near enough, not near quickly enough.

Senator HARKIN. Thank you very much, Mr. Secretary.

Senator SpecTER. Thank you, Senator Harkin.

We are going to proceed with order of arrival, which is the sub-
committee rule. We next go to Senator Bumpers, then Senator
Faircloth, Senator Gorton, and Senator Kohl. Senator Bumpers.

Senator BumpPERs. Thank you, Mr. Chairman.
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MISSISSIPPI DELTA EARLY CHILDHOOD SERVICES PROJECT

Mr. Secretary, last year this committee and the conference com-
mittee put a $1.8 million grant in its report for the Easter Seals
of Arkansas to do a demonstration project in the delta region of Ar-
kansas, Louisiana, and Mississippi. The idea being that early child-
hood specialists would serve children with disabilities in the delta
region—right now these children have to be taken to Little Rock.
Transportation is a big problem, so a lot of them do not even bother
to go.

They are wanting to prove something which really | suppose we
all already know, but at the end of the three demonstration
projects, they intended to put rehabilitation experts there to live in
the delta and serve the poor disabled children there.

MISSISSIPPI DELTA PROJECT—EASTER SEALS FOUNDATION

We thought it was all saucered and blowed, as we say in Arkan-
sas. Senator Specter was very kind to put it in his mark. The mem-
bers of the delegation in the House from those three States, as well
as the Senators from those three States, wrote letters. We did not
put it on our wish list until we talked to the Office of Special Edu-
cation and Rehabilitative Services of the Department of Education
who assured us that they would honor this report language.

The worst part of it is, the Easter Seals of Arkansas began hiring
medical and planning staff and then suddenly we get a letter about
1 or 2 weeks ago saying the Department will not provide the $1.8
million.

And this has created a real problem. Not only do we need the
demonstration project for one of the poorest areas of the United
States, but the Easter Seals of Arkansas have agreed to take on
the continuation of this at the end of 3 years by, as | say, providing
special education and rehabilitative services down there to those
children. It seems like a really wonderful deal for the Department
of Education, but right now it is a traumatic thing for everybody
because we suddenly get this letter out of the blue sky from a Ju-
dith Heumann. Is that the way you pronounce it?

Secretary RILEY. Yes.

Senator BumPERS. Saying they were not going to honor it. As |
say, we would not have even put it in our wish list had we not
known it was going to be honored.

Secretary RILEY. Well, Senator, let us continue to work with you
on it. These were competitive grants, that is the way these are
handled. Another competition | think, Tom, is coming out very
soon?

Mr. SKELLY. The Easter Seals Foundation may be eligible for
more than one competition. The competition that you addressed in
the report is one where the average grant is about $150,000 per
year.

Senator BumMPERs. That does us no good. We got the letter. That
was the suggestion, that this competition was available to us. If we
won it, it would be $150,000. It does not even scratch the surface
on what we are trying to do.

Mr. SKELLY. It would be $150,000 per year.
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We are considering yet another competition for which Easter
Seals might also be eligible. We have not announced that competi-
tion yet. So, it is possible that the second competition would be for
a larger amount of money. We have not worked out all the details.

Senator BumpPeRrs. Mr. Skelly, with the utmost respect, why did
you not make all of these excuses back when we talked to you in
the first place before you committed to us that you would honor
this? 1 mean, | am aware of all of that. Easter Seals is aware of
all of that. The letter said that we had substantial unexpended
funds. The truth of the matter is we do not have substantial unex-
pended funds, and $150,000 does not get the water hot. I have a
list of five things that were set out in Ms. Heumann'’s letter and
none of them really help us at all.

Mr. SKELLY. We will be looking into that situation again more,
Senator. There are funds provided under State grants to the area,
and our staff have talked to the State representatives and others
down there about possibly getting more of that money that is al-
ready provided from the Federal Government to the States for
these same services. But | understand there is a problem in getting
enough trained staff to work there, and that is why we are inter-
ested in looking at Easter Seals as a source of the kinds of services
that could be provided to students down there.

Senator BUMPERS. Mr. Secretary, this is really a dismaying situ-
ation for me personally and especially for the Easter Seals of Ar-
kansas who looked forward to doing this project and, as | say, who
have already hired some people in anticipation of it. Then all of a
sudden out of the clear blue sky, 4 months after the President
signs the bill, we get a letter saying the Department would not
honor it.

Secretary RiLEY. Well, Senator, | certainly will take a look at
that and be back with you on it. I understand the technicalities
that we are talking about, but | would strongly support the senti-
ment of what you are trying to do. Let me take a look at it and
see if there is any earthly way that we could visit it.

Senator BumpPERs. Thank you, Mr. Chairman.

Senator SpecTER. Thank you very much, Senator Bumpers.

Senator Cochran had been here earlier, had propounded a series
of questions, and the Secretary had wanted to know whether he
should answer them earlier and | said you expected to be back. So,
if it is your pleasure, he will proceed now to answer them.

Senator CocHRAN. Thank you very much, Mr. Chairman. | ap-
preciate that very much.

Secretary RILEY. Senator, | have gone through so much since you
left.

AMERICA READS CHALLENGE

Senator CocHRAN. | will refresh my memory and yours too. | dis-
cussed the reading research initiative at NIH.

Secretary RILEY. | think we are together on that. | do not have
any problem with that, and | think we are together on that as far
as the America Reads Challenge. It is a locally driven program, as
you know, America Reads. We do not tell them what to do. OERI
does work hard, though, to give out research findings like these,
and | will assure you that that will be done. It will be disseminated
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and they will have it. Of course, as you point out, we do not control
that and do not try to, but they will have that information.

TITLE | ALLOCATION FORMULA REVISION

Senator CocHRAN. The other subject was title | and the alloca-
tion formula. It looks to me like the money is now going where the
votes are rather than where the needs are.

Secretary RiLey. Well, what we want the money to do is to go
where the Kkids are, and if it is for disadvantaged kids, that is what
we are trying to help develop, a formula to target the money to go
where they are. That is our philosophy on it. | realize you differ
with some of the census procedures as far as determining the allo-
cation. But what I am trying to do—and of course, the National
Academy of Sciences is advising us on that—is to try to have the
money go where the poor children are.

NATIONAL WRITING PROJECT

Senator CocHRAN. The third topic that | broached was the writ-
ing project and the efficacy of that program as a national model for
teacher training. You are spending money for teacher training, only
a small amount, although I am glad you are suggesting that we
spend some on the writing project. | am suggesting enlarging that
as a national model and using it nationwide.

Secretary RILEY. Well, let me take a look at that. We agree with
you on the writing project. | think that is a grand project and we
recommended funding of it, as you point out, and | will look at fur-
ther use of it. 1 think that is a good suggestion, but certainly we
agree with you on the project.

“READLINE"” AND “MATHLINE"

Senator CocHRAN. Some of the submitted questions include
things like “Readline.” That is a televised program. WETA has pio-
neered an effort to help develop reading competence, and | hope
you will look at that as a program that ought to be funded with
Federal dollars by the Department of Education.

Secretary RiLEY. All right, sir.

Senator CocHRAN. And “Mathline” is a similar project.
“Readline” and “Mathline.” Well, they are similar things but they
are using the technique and the technology of television. We do
know that children watch a lot of television, and we are trying to,
in the process, help to educate by the use of that technology too,
and these are new techniques for doing that.

Senator SPECTER. Thank you very much, Senator Cochran.

Senator Faircloth.

Senator FAIRCLOTH. Thank you, Mr. Chairman.

EDUCATION FUNDS GOING DIRECTLY TO STUDENTS AND TEACHERS

Secretary Riley, when will the Department submit to the Con-
gress the report on how much money reaches the students and
teachers that | requested in last year’s appropriation?

Secretary RILEY. It is my understanding that April 1—is that
right, Tom?
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Mr. SKeLLy. That is right. We plan on having our report, Sen-
ator, by April 1.

Senator FAIRCLOTH. You are going to have it by April 1.

Secretary RILEY. April 1.

I am very interested in the subject, and | am glad you are. | real-
ly think it is worthy for us to be doing some work on. This idea
of what gets down to the classroom | think is very important.

Senator FAIRcLOTH. We will get it in April.

Secretary RiLEY. My estimate here is by April 1, yes, sir. | will
try to get it to you by then.

INTEREST RATE ON STUDENT LOANS

Senator FAIRCLOTH. Mr. Secretary, as you know, after July 1 of
this year, there will be a decrease in the interest rates that banks
and other institutions can charge for federally backed student
loans. Banks have indicated that this will make student loans com-
pletely unprofitable for them, and they will significantly reduce
their participation in the program unless there is an adjustment
made, | assume leaving many students stranded for lack of loans.

As a member of the subcommittee and as a member of the Bank-
ing Committee, | have been somewhat concerned about the matter
and wanted to know if you would please comment as to where this
is going and address the problem.

Secretary RILEY. Yes, sir, Senator. The Treasury Department has
done substantial work on that. | think it is a very serious problem
that needs to be dealt with. They have come up with a proposal
and it was announced recently by the Vice President. It was a pro-
posal that would use the 91-day Treasury bill, which is what they
very much wanted. They wanted it to be consistent with the 91-day
movement and not into the 10- to 20-year securities. That part |
think would be a tremendous help, stabilizing help, for the lending
institutions.

The main part of the change that was made originally, of course,
was to help students, to help them get a reduction in rate. The pro-
posal that the Treasury Department comes up with protects the
students with a low rate but changes the method around to where
we think it would be a lot more appealing to the lenders.

So, that is now into the process of discussion, but we have put
a very substantive, which | think is a very good and fair proposal,
on the table. I know some other committees are looking at that
here. That discussion is now underway. Of course, we would like
to get it resolved by the July 1 deadline and think that is very im-
portant. We do have what | think is a very responsible proposal on
the table.

Senator FAIRCLOTH. Are you going to get it solved by July 1?

Secretary RiLEY. | think so. | think clearly we will. I think every-
body is now coming together to try to get it resolved, and everybody
wants to get it resolved. So, | think it will be resolved, yes, sir.

SCHOOL UNIFORMS

Senator FAIRCLOTH. Secretary, one time way back when—early
on with President Clinton early in office, the Department put out
a notice with a lot of material, pamphlets, on how schools could
switch to school uniforms like Winthrop and what a great thing it
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would be. There was a lot of effort that went into it. | am inter-
ested in how many schools went to the uniform system.

Secretary RiLEY. | do not know exactly. That is a very good ques-
tion, and | will check that out and let you know. I will tell you this:
a lot of them. I go around to a lot of schools and I am seeing more
and more, especially elementary schools and a lot of middle schools,
with children in uniform.

What our information, which was an analysis of where school
uniforms are used around the country successfully, like Long
Beach—and | was just out there the other day, and it is very suc-
cessful out there—said, is that the discipline is better. Crime is
down. Violence is down, and so forth. It does not solve all problems,
but in most places it is a help—and our data showed us if you go
to the parents first and you get the parents to support uniforms,
then you have kind of a collegial feeling about that and not a top-
down attitude, saying to people, this is how it is going to be, you
have to do it. If you get them involved in the decision, it seems to
work better than if you do not. But those places that have done
that, it seems like they have had very good success with it, and we
are very positive about it.

Senator FaircLOTH. | think it is an excellent idea and | hope you
will push it. Thank you.

Secretary RiLEY. Thank you.

Senator SPECTER. Thank you, Senator Faircloth.

Senator Gorton.

Senator GoRTON. Mr. Secretary, because of this 5-minute rule, I
am going to go through three subjects and see if | can get through
all of them, and then ask you to answer.

CLOSED CAPTIONING

The first one is simply a bit of advice. In the last couple of days,
you have come into this controversy with respect to your grant pro-
gramming for closed captioning of television by reason of a letter
to you from Senators Lieberman and Coats. One of your assistants
has said that it is perfectly appropriate to fund closed captioning
for the “Jerry Springer Show,” described by the letter as the closest
thing to pornography on broadcast television and by another as a
show that puts on more fights than Don King because it is a part
of the culture, according to your subordinate.

Your other spokeswoman yesterday said that, well, these grants
are given to people who then give the grants, so you are not re-
sponsible for what goes on after that, and you are not in the busi-
ness of censoring.

Now, | should remind you, Secretary Riley, this was exactly the
way NEA got into problems with Maplethorpe by saying, well, we
did not really do it, one of our grantees did it. | spent a lot of my
time barely saving the existence of the National Endowment for
the Arts, and | would strongly advise you that you do something
about this one, rather than get into the kind of controversy NEA
found itself in. That is pure advice. You can respond to it or not.

Secretary RILEY. Let me——

Senator GorTON. | have got to go through all of this.

Secretary RiLEy. Well, if you could have a little extra time, I
would appreciate it because | would like to just give a response.
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Senator GorToN. Fine, but my light is going to go off. So, I am
going to give you two other subjects now and then I will listen to
your answer to all three of them.

LOCAL CONTROL

You were in Seattle last month and you called for people to
choose solutions instead of choosing sides, a statement that was
quite consistent with your state of the education speech last year
when you said that we should not—and | quote—"cloud our chil-
dren’s future with silly arguments about Federal Government in-
trusion.”

It seems to me—and you can comment on this if you think this
is an erroneous interpretation—that agreeing with your philoso-
phies is choosing solutions, and espousing a philosophy that states
that educators, parents, teachers, administrators, and school board
members in our local communities should have far more authority
and you far less in choosing sides and making silly arguments
about Federal Government intrusion.

I would like your comment on that. Is this just rhetoric, or do
you really believe that those who feel that these decisions should
be centralized are making silly arguments and are choosing sides?

And finally, with respect to the specifics of your budget, | find
it interesting to note that those areas, the two major areas that
provide the greatest degree of flexibility to local school districts to
make their own choices, are the ones that are least favored in this
appropriation.

You simply wiped out the title VI block grant program, stating
in your budget some States and districts funded the same activities
year after year with little thought as to the most appropriate use
of title VI funds. That seems to me consistent with the proposition
that the locals do not know what they are doing but you do, so we
wipe that out and put it into prescriptive forms of funding. That
was cut out completely.

The other area in which you have substantial reductions is im-
pact aid where again school districts are able to make their own
choices and are funded for the impact that the Federal Government
has on them.

Finally, IDEA. | have had several education seminars in the last
few weeks, and the overwhelming reaction from the people who run
our schools is utter frustration with IDEA. We passed the reau-
thorization of that law last year that we intended to be at least
slightly less prescriptive on locals. Your proposed regulations make
it more prescriptive, and at the same time that you make it more
prescriptive, you effectively cut the budget, at least the student
budget, for IDEA.

Why is it, Mr. Secretary, that in a program like that with de-
tailed regulations from the Federal Government, you propose to
fund about 9 percent of the cost to school districts but to take all
kinds of money, literally millions of dollars, and fund new pro-
grams with rules and regulations from the Federal Government?
Should we not first fund the activities we have already mandated
on school districts before we start a bunch of new programs?
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Senator SPeECTER. | compliment my distinguished colleague, Sen-
ator Gorton—you are a very experienced questioner—for being
within the 5-minute rule. [Laughter.]

Now we will see how long the answers take.

Secretary RiLEY. | will proceed to respond, but there are five or
six very serious questions, Mr. Chairman, if I can respond to them.

Senator SPECTER. You may respond.

CLOSED CAPTIONING

Secretary RiLEY. First of all, on the closed caption issue, | think
I would agree with you on the particular show. The “Jerry Springer
Show” | have never seen. | do not care to see it. I have never heard
anything about it that I liked.

There is a process that we use for these captioning programs. We
give the grants out. The grantees then bring in panels of deaf,
hard-of-hearing people to say what they would like to have in-
cluded.

I will say that the closed captioning program, Senator, has done
a lot of good. We funded 100 percent of captioning in the beginning
and now private industry is picking some up. As you watch on tele-
vision, a certain company will pay for it. Now we fund about 40
percent, and | hope to get that down to zero. We are moving that
down very quickly, and 1 think it is. Captioning has gotten tremen-
dously improved. So, it is a good thing.

Picking the programs, we try not to do that. We let the grantees,
through panels of deaf people, pick the programs to be captioned.
This program happens to be the most popular talk show in daytime
television. The FCC approves it for daytime television. That is
what other people want to watch, and the fact that deaf people and
hard-of-hearing people want to watch it, | think, is understandable.
It becomes a censoring kind of problem.

I will follow your advice and take another look at any way that
we think we ought to get involved. | want to be honest with you.
I want to be very, very careful about telling hard-of-hearing and
deaf people what they ought and ought not want to see.

One person told me today, when | was asking about that, that
if there was a deaf parent who had speaking children who could
hear, that parent would like to know what that program is about
so they could say whether or not they wanted their child to watch
it. I do not know how many other situations are like that.

But it is quite different I think from the art situation. This is a
group of people that have a right to see things on television and
hear them just like we do.

Senator SPECTER. Mr. Secretary, you have two more complex
questions pending. If you could give an encapsulated answer to
each and perhaps supplement it in writing, | would appreciate it.

BLOCK GRANTS AND LOCAL CONTROL

Secretary RiLey. All right, sir. The question of block grants gen-
erally, let me speak to that, because | think that is a very impor-
tant issue and it touches two of the things that you mentioned.

I do not think that we should be prescriptive, but | do think that
we should in the Federal Government, as far as the Federal role
is concerned—that it makes very good sense for us to set focused,
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targeted priorities that are broad and measurable. This idea of
being measurable | think is very important. Is there accountabil-
ity? How can you judge whether a program is getting better or
worse, whether it is performing a function or not? Or are the pro-
grams’ funds just being moved into the general budget of the State
or of the local school district?

So, that is my general feeling, that the Federal role is not control
but it should provide funds that are focused and targeted but meas-
urable. | think taxpayers deserve to know how their dollars are
being spent, and the dollars that are taxed at this level, 1 think
they should have a directed purpose, but the control of that should
be as flexible as it could possibly be.

As you know, we have pushed for that. We have eliminated two-
thirds of the regulations in elementary and secondary education
since we have been here, over 5 years, two-thirds of them. We have
recommended Ed Flex which is now in 12 States, and the Presi-
dent, as you know, recommended to the Governors the other day
that it be extended to 50 States. With Ed Flex, the State then could
handle a waiver of a program, but it would not change the overall
focus of the program and the accountability of the program.

So, that is my general feeling. We do not think the general reve-
nue proposals of time past were successful, and we think that spe-
cial areas of concern, whether it is poor children or disabled chil-
dren or whatever, do deserve attention.

Let me say this about the States also. Over one-half the States
now are in legal controversy stemming from constitutional issues
over the equity funding formulas within the States. The idea of
sending large numbers of block grant funds into a situation that
is really up in the air in a lot of States—as to whether their entire
financing process is based on equity—must be carefully considered.
I think that is an important point.

GAO STUDY ON BLOCK GRANTS

Then finally, the GAO study that just came out the last couple
of days certainly indicates that if money goes down to the States
and the States spend the money as they have in the past, it would
cause the poor to be the losers. The people that we often target
funds to on this level would be the losers.

Those are some of my general answers on that.

IMPACT AID

As you know, we favor funding part A programs and we have fa-
vored not funding part B programs, and that has been kind of an
ongoing difference of opinion.

SPECIAL EDUCATION BUDGET INCREASES

IDEA gets into another whole matter of issues that | think are
very, very important. As you know, in the last 2 years, we have
had a 64-percent increase in IDEA, and that is very significant. |
congratulate all of you for that and am pleased with it.

If you look at a 64-percent increase in the last 2 years, this year
we did not recommend an increase but level funding, but we do
have $10 million in there for another 15 States to move forward
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with a State education reform strategy in terms of disabled chil-
dren, and a $20 million increase for grants for the infants and fam-
ilies program.

Then the main thing is that 80 percent of the special education
children in America—80 percent of them—spend over 40 percent of
their time in regular classrooms. What we tried to do this year was
to have a special emphasis on the regular classroom.

The size of the classroom—if you reduce the pupil/teacher ratio
in grades one, two, and three, and give those teachers special help
in reading, it is amazing how that would help children who are bor-
derline special education children. If they can have some special at-
tention, individual attention from those teachers, many of them
would not have to go into special education we think.

So, we think title I, some of those other programs, the Eisen-
hower program, the reading program, the testing program—all of
those things that we recommend for the general regular class-
room—we think will be tremendously helpful to disabled children.

Senator SPECTER. Senator Kohl.

Senator KoHL. Thank you very much.

AFTER-SCHOOL PROGRAMS

Mr. Riley, one part of the President’'s program that I am very in-
terested in is the demonstration project run by these three Depart-
ments, the Education Department, HHS, and Justice, that will co-
ordinate Federal after-school programs. | understand that the pur-
pose of this initiative is to designate three to five pilots for these
and to prove that you can do a better job by coordinating these pro-
grams, the after-school programs.

How are you going do to this? How are you going to select the
pilot cities? What are you looking for?

Secretary RiLEY. Well, Senator, we strongly support, by the way,
the work that they are going to be doing. I think it makes a whole
lot of sense for us to coordinate those programs.

I think there will be what? Three target areas?

Mr. SKELLY. Three to five cities will be selected as pilot projects.

Secretary RiLEY. One, | think, in there will be Washington, DC,
so that leaves several. Whether Milwaukee will be chosen would be
dependent on what information we have and the criteria we estab-
lish. But Education, HHS, Labor, and Justice are among a number
of different agencies that have pieces of after-school programs, and
we very strongly support the program.

You would like to see Milwaukee as one of the test cities. 1 will
see that they have that for their consideration. I do not know if you
have already written us to that effect. If not, please submit that.
I know your superintendent, Allen Brown. If you would ask him to
submit why he thinks that would be——

Senator KoHL. | will do it.

Secretary RiLEY. We certainly will see that that goes to the peo-

ple.
Senator KoHL. Thank you. One more question.

BILINGUAL AND IMMIGRANT EDUCATION

In the school district of Wausau, WI, we have 22 percent Hmong
and Laotian students. We have 45,000 Hmong and Laotian in Wis-
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consin. It is the second largest in the country, and they desperately
need programs, such as bilingual and immigration education.

Now, I know that you have an account for bilingual and immi-
gration education, and the President's budget increases that ac-
count. Could I ask you to take a special look at the situation in
Wausau, particularly the 25 percent of Hmong and Laotian stu-
dents in Wisconsin, and in Wisconsin, where there are 45,000, the
second largest concentration in the country? Can we see whether
we could not provide some special assistance to that population?

Secretary RiLEY. | certainly will do that. 1 have been there with
you at one time and heard those concerns, and they are real. The
Hmong children are refugee children, are they not?

Senator KoHL. Yes.

Secretary RILEY. Are the Laotian refugee children too?

Senator KoHL. Yes.

Secretary RILEY. And they are in a different situation than other
immigrants certainly. They are in a preferred situation.

We are meeting with HHS on that today in fact. We are having
some meetings on it.

Another very important program for them, of course, is title I.
With the title I increases in here, and better targeting, title I really
makes a big difference.

But we are meeting with HHS to take a look at that situation,
and | will try to get you some information on that.

Senator KoHL. | do appreciate it, Secretary Riley.

Secretary RiLEY. Thank you.

Senator KoHL. Thank you, Mr. Chairman.

ADDITIONAL COMMITTEE QUESTIONS

Senator SPeCTER. Thank you very much. Secretary Riley, there
will be some additional questions which will be submitted for your
response in the record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
ADDITIONAL COMMITTEE QUESTIONS

NATIONAL TEST INITIATIVE—COST PROJECTIONS, PARTICIPATION, AUTHORITY AND
OVERSIGHT

Question. How much of the fiscal year 1998 appropriations for the Fund for the
Improvement of Education do you intend to use for development of national tests
of 4th grade reading and 8th grade mathematics achievement?

Answer. We are unsure at this time of the exact amount that will be needed in
1998 funds for the development of these national tests. We are awaiting a request
from the National Assessment Governing Board, which now has exclusive control
over the contract for development of the tests. Based on informal discussions with
NASB staff, we are expecting NAGB to request approximately $8 million in 1998
funding.

Question. How much of the amount requested for fiscal year 1999 for the Fund
for the Improvement of Education do you intend to use for future test development,
field testing, etc., of the national tests, if you obtain authorization to continue this
activity after the end of fiscal year 1998.

Answer. Our current estimate, again based on informal discussions with NAGB
staff, is that we will allot $13.5 million to NAGB in 1999 for the test development
contract.

Question. What is your current position on authorization for national test develop-
ment and implementation after the end of fiscal year 1998—do you believe that you
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have authority to proceed with this activity unless new restrictions are enacted, or
do you believe that you need specific and explicit authority to continue with this
activity beyond the actions and time period referred to in the fiscal year 1998 appro-
priations act?

Answer. We believe that we have authority, under the current authority for the
Fund for the Improvement of Education, to proceed in 1999 with the development
and pilot testing of these voluntary national tests. Our proposed appropriations lan-
guage would ensure that the National Assessment Governing Board continues to
have exclusive authority and oversight with regard to the voluntary national tests.
The NAGB schedule for the development of these tests calls for pilot testing in
March of 1999 and field testing in March of 2000. Absent the enactment of new re-
strictions, funds provided to NAGB in 1999 would support item development and
pilot testing. Funds provided in 1998 cannot be used for pilot testing or field testing
of the national tests.

Question. How many States have committed themselves to participate in the na-
tional tests, should they ever be implemented?

Answer. We no longer have a good count of the number of States committed to
using these tests, given that the first administration of the tests is now scheduled
for March of 2001.

Question. Does the number of States agreeing to participate justify the planned
level of expenditure for this activity?

Answer. We believe that the costs of developing these tests is well justified. The
annual cost of test development we estimate will be approximately $13 million.
States and districts will bear the costs of administering the tests, which they will
use on a voluntary basis. We expect that a large number of States, as well as many
districts located in States that do not decide to use the tests on a statewide basis,
will choose to use these tests when they become available in 2001.

Question. Is there any reason why we should authorize any post-fiscal year 1998
activity on the national tests before receiving the recommendations of the National
Academy of Sciences on this initiative and such possible alternatives as linking
scores pupils receive on current State and national tests?

Answer. We believe that the national test development activities should continue
pending receipt of these recommendations from the National Academy. We should
not risk discontinuing these activities when the Academy could conclude that link-
ing is not a viable alternative.

Question. What changes in the national test development contracts and schedule
have been made since oversight responsibility was shifted to the National Assess-
ment Governing Board under the fiscal year 1998 appropriations act?

Answer. The National Assessment Governing Board is in the best position to re-
spond with regard to changes in the contract. We do know that they have adopted
a new schedule, which calls for pilot testing of potential test items in March of 1999
and field testing of alternative test booklets in March of 2000, with the tests first
available for use in March of 2001. The Administration’s original proposal was for
the tests to be available for use in March of 1999.

CHILDREN'’S LITERACY INITIATIVE—AMERICA READS CHALLENGE

Question. As you are aware, the $210 million provided in the 1998 appropriation
for the Children’s Literacy Initiative is contingent on the enactment of authorizing
legislation by July 1, 1998; without that enactment, the funds transfer to the Spe-
cial Education account. Given the lack of Senate action thus far on new reading leg-
islation, should we ignore your request for $50 million in additional funding for
Children’s Literacy, or assume those funds should be appropriated for Special Edu-
cation as well?

Answer. The Chairman of the Senate Labor and Human Resources Committee
has indicated that he will push forward with a children’s literacy initiative after the
Congressional Easter recess. In fact, hearings on the literacy bill have been ten-
tatively scheduled for April 28, 1998. Therefore, we fully anticipate the passage of
a children’s literacy initiative by July 1, 1998, and stand by our request of $50 mil-
lion in additional funding.

ADMINISTRATION’'S POSITION ON THE READING EXCELLENCE ACT—H.R. 2614

Question. Do you support the provisions of H.R. 2614, the Reading Excellence Act,
as passed by the House last fall? Do you have any concerns about provisions of H.R.
2614?

Answer. On November 7, 1997, the President’'s Office of Management and Budget
issued a Statement of Administration Policy (SAP) on the Reading Excellence Act.
Following is a verbatim repetition of the SAP.
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The Administration supports House passage of H.R. 2614 if the anticipated
amendments are included in the bill. The bill is consistent with the objectives of the
President's America Reads Challenge insofar as it: (1) provides tutoring assistance
to children who need it; (2) promotes family literacy programs to help parents be
their child's first teacher; and (3) improves teachers’ ability to teach reading effec-
tively.

The Administration does have concerns that need to be addressed in the Senate.
First, while some progress has been made on the issue of tutorial assistance grants,
the separate authority for these grants in the House bill should be deleted or sub-
stantially modified. In their current form, these grants are inadequately connected
to, and supportive of, in-school reading programs and the local reading grants that
the bill would also authorize.

Second, the Administration objects to the bill's new mandate on colleges partici-
pating in the work-study program. The current approach of providing incentives to
colleges to use voluntarily more of their work-study funds for reading tutors is work-
ing well, and a new Federal mandate is not needed.

Third, the Administration objects to the bill’'s failure to include schools funded or
operated by the Bureau of Indian Affairs (BIA) in the local reading improvement
subgrant provisions of the bill. The BIA educates a considerable number of pre-
schoolers and elementary school children, many of whom live in the poorest counties
in the Nation and are in need of reading instruction assistance.

Additionally, the bill's provisions relating to the peer-review panel to be created
under the bill should be revised to place the convening authority in the hands of
the Secretary of Education, who administers this new program, in order to ensure
accountability in the award of Federal funds.

Finally, the Administration is concerned that many of the provisions in the bill
remain overly prescriptive and may limit the flexibility of local educational agencies
in designing their programs.

TITLE | AND THE AGOSTINI DECISION—IMPACT ON PRIVATESCHOOL PUPIL
PARTICIPATION

Question. Since the Supreme Court ruled, in the 1997 Agostini decision, that Title
| services may be provided to eligible private school pupils in their own schools, has
there been a significant increase in the number of private school pupils served
under this program?

Answer. We need to give the decision some time to take effect before we can gauge
the effects on private-school student participation in Title I.

The Court reversed its 1985 decision in June 1997, which means that LEA’s and
schools began planning and implementing new instructional arrangements begin-
ning with the current school year (1997-98). We plan to collect data on private-
school students’ participation in Title | about mid-way into the 1998-99 school year,
as part of the National Assessment of Title I. Since the Court has now removed a
significant obstacle in serving private school children, we expect that participation
will increase significantly.

TITLE | CAPITAL EXPENSES AND THE AGOSTINI DECISION

Question. Should we continue to provide funds for Capital Expenses related to
serving private school pupils under Title 1?

Answer. We believe that the 1999 Capital Expenses funds should be substantially
less than the 1998 appropriation of $41 million, but that it may be prudent to retain
a small amount of funding in the program for districts that have legitimate needs
for these resources. Our $10 million request for 1999 would provide a third and final
year of phase-out funding to districts that entered into long-term leases and other
arrangements to comply with the Supreme Court’s initial decision. In addition,
school districts have use of the 1997 and 1998 Capital Expenses appropriations, to-
taling $82 million, to buy out leases, dispose of equipment, and make other less cost-
ly instructional arrangements to serve religious school students effectively.

Since the new decision removes the legal necessity for school districts to maintain
costly arrangements to serve religious school students at neutral sites, the need for
Capital Expenses funds is already dropping, and the demand for funds can be ex-
pected to decline sharply by 1999. Data show that, in the fall of 1997 (only 3 months
after the Felton reversal), 21 States turned back all or some of their funds to the
Department, compared to 18 States the year before. Also, 5 States requested addi-
tional funds, but 7 did the year before. The requests from New York and Pennsyl-
vania, two of the States serving the largest numbers of private school children, both
dropped by 40 percent from the previous year.
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Question. What has been the total amount spent for Capital Expenses related to
serving private school pupils under Title I, under either Capital Expenses or general
Part A funds, between the 1985 Aguilar decision and the reversal of Aguilar by
Agostini in 19977

Answer. Before the Court's reversal of its 1985 decision on June 23, 1997, the
Congress provided $323 million in annual appropriations for the Capital Expenses
program, which school districts used to create and maintain arrangements for pro-
viding Title | services to private-school students off the premises of religious schools.
We have no information on the amount of Title I, Part A funds, that were also used
for this purpose. Under Title I, the extra administrative costs of providing equitable
Title | services for private school children must be taken “off the top” of a district’s
Title | allocation.

Question. How can we avoid such an expensive flip-flop of national policy toward
serving private school pupils in the future?

Answer. We do not expect the Supreme Court to change its position on this issue.
The Court reached the common sense result of permitting Title | supplemental serv-
ices to be moved out of vans into school classrooms, with appropriate safeguards to
ensure there is no improper appearance of State endorsement of religion.

The Administration argued for and strongly supports the Court’'s decision because
it eliminates the legal necessity for costly and often less educationally effective al-
ternative arrangements for providing Title | services to private school students. For
more than 10 years, the Department, and State, local, and private school officials,
struggled with the problems created by the 1985 decision. That decision made it
much more difficult to provide Title | services to educationally disadvantaged reli-
gious school students, since those students had to leave their buildings in order to
be served, and time was lost getting those children to and from Title I programs.
It was hard to provide equitable access when instruction for public school children
takes place in their school building, while private school students had to leave their
schools in order to be served.

UPDATED CENSUS DATA AND TITLE | ALLOCATIONS TO COUNTIES

Question. Have you made a formal decision regarding use of census population up-
date estimates for counties in the allocation of fiscal year 1998 appropriations for
Title 1?

Answer. Yes. We were able to make a decision early this year, thanks to the
splendid work by the Census Bureau and the Committee on National Statistics’
Panel on Estimates of Poverty for Small Geographic Areas, convened under the aus-
pices of the National Academy of Sciences.

To give you some background, in making Title | allocations, the Department (by
statute) is required to use the Census Bureau's updated poverty data at the county
and school-district levels, unless the Secretaries of Education and Commerce deter-
mine that these data would be inappropriate or unreliable for this purpose. In mak-
ing this determination, the Secretaries must consider the recommendations of the
National Academy of Sciences.

Between June and October 1997, the Census Bureau carried out extensive evalua-
tions of its model for updating the number of school-age children from low-income
families in counties. On the basis of those evaluations, the Bureau revised its model
and prepared a revised set of 1993 county estimates. After conducting a full assess-
ment of the Census Bureau’s work and its evaluation results, the Academy, in Janu-
ary 1998, published its findings and recommendations on the Bureau’'s model for
producing updated county-level estimates of poor school-aged children. This report,
entitled “Interim Report 2, Evaluation of Revised 1993 County Estimates for Title
I Allocations,” concluded that the updated estimates are superior to those from the
outdated 1990 census, and that the revised estimates should not be averaged with
estimates from the 1990 census, as was done for last year’s allocations.

Secretary Daley and | have accepted the Academy’'s recommendations. The De-
partment will allocate the 1998 Title | appropriation on the basis of the Census Bu-
reau’s updated county-level estimates.

UPDATED CENSUS DATA ESTIMATES FOR LOCAL SCHOOL DISTRICTS

Question. Are you, the Census Bureau, and the National Academy of Sciences on
schedule to produce and evaluate population updates for local school districts, as re-
quired under the Title | statute to be used in allocating fiscal year 1999 appropria-
tions?

Answer. While we have a workable schedule for producing and evaluating the Bu-
reau’s current approach for updating poverty estimates, both the Commerce and
Education Departments continue to have major uncertainty about the feasibility of
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producing reliable estimates at the school-district level. As the National Academy
of Sciences notes in its January 1998 report, creating poverty estimates at the local
educational agency (LEA) level is far more complex than making estimates for coun-
ties, because of limitations in the data available for producing these estimates and
because of the physical characteristics of school districts. For example, most districts
are very small, most have boundaries that do not conform to any other boundary
or administrative unit, and some districts overlap counties. Using the Census Bu-
reau’s model for updatlng county-level poverty estimates is not an option, since that
model relied on data on food stamp recipients, income taxes, and population that
do not exist at the school district level. In addition, Department staff believe that
other problems, such as changes in school district boundaries and the unavailability
of the required noncensus counts of children at the LEA level, may also hamper fis-
cal year 1999 implementation of LEA allocations.

The current schedule calls for the Bureau to transmit its LEA-level estimates to
the National Academy of Sciences for review and evaluation by October 1998. The
Academy is required to issue a report 90 days later outlining its recommendations
with regard to the use of the LEA data for fiscal year 1999 Title | allocations. Based
on the Academy’s recommendations, the Secretaries of Commerce and Education ex-
pect to be able to make a decision by January 1999 about whether to use the data
for fiscal year 1999 Title | allocations.

Question. What is your view of the reliability of the population update process at
Census thus far?

Answer. We agree with the National Academy of Sciences that the Census Bu-
reau’s process produced updated county poverty estimates that are demonstrably su-
perior to estimates from the outdated 1990 census and that they are appropriate
and reliable for making fiscal year 1998 Title I allocations.

IMPACT OF CENSUS UPDATES ON TITLE | FORMULA ALLOCATIONS

Question. Why have the updates produced thus far appeared to be biased against
certain high poverty parts of the Nation, such as several Southern states, and in
favor of certain low poverty areas, such as many fast-growing suburban counties?

Answer. The updates reflect large demographic shifts in poverty and population
that took place between 1989 and 1993.

Through the operation of the Title | formula, States and counties with above-aver-
age increases in their number of poor children gain funds, while States and counties
with reductions in poor children (or increases lower than the national average in-
crease of 28.2 percent) lose funds. Indeed, most States and counties that lose Title
| funds do so because of below-average increases in poverty rather than actual de-
creases. High-poverty areas that receive reductions, using the updated estimates, in
their Title | funds do so because they have a smaller proportion of the Nation's poor
children compared to where they were four years earlier.

High-poverty school districts will continue to receive larger allocations per poor
child due to the Concentration Grant formula. In fact, the fairest and most effective
way to increase targeting is by directing more funds through the Concentration and
Targeted Grants formulas, not by using out-of-date poverty data. The President’s
budget request for fiscal year 1999 would direct almost all the increase ($391 mil-
lion) through these two formulas.

High-poverty counties and school districts also receive protection through the stat-
utory “hold-harmless” provision, which ensures that those with poverty rates of 30
percent or more receive at least 95 percent of their prior year allocation.

INNOVATIVE EDUCATION PROGRAM STRATEGIES—GOALS 2000. EDUCATE AMERICA ACT
AND TITLE VI OF ESEA

Question. For the fifth year in a row, the Administration is proposing termination
of funding for the education block grant, the State grant program for Innovative
Education Program Strategies authorized under Title VI of the Elementary and Sec-
ondary Education Act. How do you justify the elimination of one of the most flexible
and popular forms of Federal assistance for elementary and secondary education?

Answer. The Administration believes that the Title VI program is not well de-
signed to support the types of State and local efforts that can result in real improve-
ments in teaching and learning. Findings from the most recent evaluation of the
former Chapter 2 program, Title VI's predecessor, suggest that programs that pro-
vide greater accountability, but offer the flexibility of Title VI, have a better chance
of effecting real change in the classroom. For example, the evaluation found that
program funds were used by fewer than half of the States to support reform efforts
such as revising and developing standards for student performance, developing al-
ternative measures of student achievement, or encouraging public-private partner-
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ships. Districts were even less likely than States to use Chapter 2 funds to support
education reform efforts. Although more than half of all districts reported some sys-
temic reform efforts, fewer than one-fourth of them used Chapter 2 funds to support
these activities.

The Department believes that a more effective way to utilize scarce resources lies
in targeting funds on comprehensive systemic reform and areas of high need. For
example, programs under the Goals 2000: Educate America Act provide almost the
same flexibility as Title VI, but make the critical link between expenditures and
educational reform that Title VI does not. States are using Goals 2000 funds to es-
tablish challenging academic standards and to coordinate their curriculum frame-
works, student assessment programs, and other aspects of their educational systems
to help children achieve to the State standards.

States distribute at least 90 percent of their Goals 2000 funds directly to local
educational agencies (LEA's) for local reform, the improvement of preservice teacher
education programs, and professional development. At least half of the money for
local reform goes to LEA’s that have a greater percentage or number of disadvan-
taged children than the statewide average. LEA’'s must ensure that at least 75 per-
cent of their first-year money and at least 85 percent of subsequent years’ funds go
to individual schools so that schools can tailor their own improvement plans to help
students meet the State or local standards.

EVALUATION OF TITLE VI, ESEA PROGRAM

Question. The education block grant program appears to achieve its popularity
through being one of the few sources of funds that can be used for educational im-
provement purposes as determined by local educational agencies. For what school
year did you last conduct an evaluation of the accomplishments of this program at
the local level?

Answer. The 1994 evaluation of Chapter 2, “How Chapter 2 Operates at the Fed-
eral, State, and Local Levels,” which collected data in the 1991-1992 school year,
is the most recent evaluation of the program. Several findings from the evaluation
have prompted the Administration to question the effectiveness of the Title VI pro-
gram. For example, the evaluation found that LEA’s tended to concentrate their
Chapter 2 expenditures on instructional materials rather than educational reform
activities. In addition, States and LEA'’s sometimes used Chapter 2 funds for activi-
ties and programs that were not directly related to classroom instruction; for exam-
ple, LEA’s often purchased equipment for administrative use, and SEA'’s also used
Chapter 2 funds for various administrative activities. The evaluation also found that
the majority of activities supported by Chapter 2 funds would have continued with-
out Chapter 2, because these funds typically constituted a small percentage of any
program’s funding.

The 1994 evaluation determined that, because States had a wide latitude in how
they conducted their self-evaluations for effectiveness and in how they used account-
ability mechanisms for LEA’s to access compliance with Federal and State regula-
tions and fiscal matters, there was a problem across Chapter 2 programs regarding
the lack of good evaluations. Almost one-fourth of LEA’s conducted no evaluations
of their Chapter 2 activities, and those that did tended to collect informal feedback
or anecdotal evidence about program outcomes.

The Department has not followed up the 1994 study with another stand-alone
evaluation of Title VI. This course of action has seemed wise, given limited evalua-
tion resources, because the 1994 reauthorization did not make significant changes
to the statute, and there is little reason to believe that State and local program
practices have changed since the early 1990's. However, the Department will collect
data on the uses of funds under Title VI (as well as Titles I, II, Ill, 1V, and Goals
2000) through the forthcoming “Targeting and Resource Allocation Study.” This
study should be completed in early 1999.

PROGRAM EVALUATIONS AND INNOVATION PRIORITIES

Question. Do your program evaluations show the extent to which local schools
have any other source of funds to meet locally determined improvement and innova-
tion priorities?

Answer. Goals 2000 provides assistance for States to develop their own strategies
for comprehensive reform of elementary and secondary education. With the help of
Goals 2000, States are establishing academic standards and coordinating their cur-
riculum frameworks, student assessment programs, teacher preparation and licen-
sure requirements, parental and community involvement activities, and other as-
pects of their education system to help children achieve the State standards. As
mentioned above, States must distribute at least 90 percent of their Goals 2000



35

funds directly to LEA’s, and at least 75 percent of the LEA's’ first-year money and
at least 85 percent of subsequent years’ funds go to individual schools so the schools
can tailor their own improvement plans to help students meet the State or local
standards.

In addition, beginning in 1995, more schools became eligible to operate schoolwide
programs, which allow high-poverty schools to use Title I funds, in combination with
other Federal, State, and local funds, to improve the overall instructional program
for all children in a school. About 25,000 schools receiving Title | funds are now eli-
gible to implement the schoolwide approach, compared to about 10,400 under the
previous law.

Finally, Congress appropriated $120 million to support comprehensive reform in
schools eligible for Title | funds in fiscal year 1998. An additional $25 million is
available to all public schools, including those eligible for Title 1. The Comprehen-
sive School Reform Demonstration program (CSRD) is focused on assisting
schoolwide changes in schools where there is the greatest need to substantially im-
prove student achievement. CSRD funds are intended to help schools improve their
entire educational operation through curriculum changes, sustained professional de-
velopment, enhanced involvement of parents, and other reforms, based on a careful
identification of local needs.

BLOCK GRANTS AND OTHER FEDERAL REGULATORY AND PAPERWORK REDUCTION
EFFORTS

Question. The education block grant program has reduced Federal regulatory and
paperwork burdens to a minimum. Have you considered modifying other Federal
education programs to be more like it, rather than proposing block grant termi-
nation?

Answer. In addition to the programs mentioned above, which provide considerable
flexibility to States and LEA's, the Department offers other means to keep paper-
work and regulatory burdens to a minimum, including the Education Flexibility
Partnership Demonstration Program (Ed-Flex) and the waiver authorities under the
Elementary and Secondary Education Act, the Carl D. Perkins Vocational and Ap-
plied Technology Act, and Goals 2000.

Question. As you can see last year from the Senate passage of the Gorton amend-
ment to the 1998 appropriations that would have created a $13.4 billion elementary
and secondary education block grant, the Congress continues to give considerable
support for reducing the number of education programs, and reducing the adminis-
trative and paperwork burdens associated with such programs. What steps are you
taking that might increase State and local flexibility while streamlining the admin-
istrative procedures connected with the current array of Federal education pro-
grams?

Answer. In addition to the programs and activities that provide State and local
flexibility mentioned above, Goals 2000 allows the Secretary the authority to: (1)
waive certain Federal regulatory and statutory provisions that may impede State
or local reform efforts; (2) delegate up to 12 States the authority to waive these pro-
visions without having to secure additional Federal approval through Ed-Flex; and
(3) distribute Goals 2000 funds directly, on a competitive basis, to LEA’s in States
that choose not to participate in Goals 2000.

The Department has worked hard to ensure that States and LEA's can benefit
fully from these authorities. For example, the Department has granted Ed-Flex sta-
tus to 12 States and will seek congressional approval to expand the authority so
that all States are eligible. In addition to Goals 2000, the Department can grant
waivers under the Carl D. Perkins Vocational and Applied Technology Act and the
Elementary and Secondary Education Act, including most of the requirements of
major Federal education programs such as Title |, Even Start, Eisenhower Profes-
sional Development, and Safe and Drug-Free Schools. To date, the Department’s
Waiver Board has granted over 200 waivers to States and LEA’'s to provide in-
creased flexibility in exchange for increased accountability for raising student
achievement. This flexibility allows States and LEA’s to address local needs with
locally designed solutions. Finally, only two States, Oklahoma and Montana, have
chosen not to participate in Goals 2000, and the Department will award grants to
LEA'’s in those States in early summer, following a competition.

In its program reauthorization proposals, the Department has proposed statutory
revisions to increase State and local flexibility and reduce administrative overhead.
For example, our vocational education proposal would eliminate numerous set-
asides and provide States with flexibility by eliminating many requirements and
providing for Federal waivers. For the reauthorization of the Adult Education Act,
the Department has proposed to streamline numerous existing authorizations and
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provide States with flexibility provisions similar to those in our vocational education
proposal. The Department will look for similar opportunities in the Elementary and
Secondary Education Act, which comes up for reauthorization next year.

FUNDS USED FOR CLASSROOM AND ADMINISTRATIVE COSTS

Question. One of the issues frequently heard in support of education block grants
is that too great a portion of each Federal program dollar never reaches the actual
classroom. Do you have any data showing the allocation between classroom and non-
classroom uses of funds under the major elementary and secondary education pro-
grams administered by the Department?

Answer. The Department recently prepared a report, The Use of Federal Edu-
cation Funds for Administrative Costs, that provides the most up-to-date informa-
tion about the amount of Federal elementary and secondary funds that are used by
States and LEA's for classroom instruction, instructional materials, and other pro-
grams and services that benefit teachers and students directly, and the extent to
which those funds are used for administrative purposes. The report summarizes
data obtained from several sources, including: (1) the GEPA 424 report, a Depart-
ment of Education data collection report with information on the distribution of Fed-
eral funds for a wide range of Federal programs supporting elementary and second-
ary education for fiscal year 1995; (2) data from a Coopers & Lybrand Financial
Analysis Model provided by Milwaukee, by South Carolina for 33 of its school dis-
tricts, and by Rhode Island for seven of its districts, as well as published data for
13 other school districts for earlier school years; and (3) GAO reports.

Major findings include the following:

—For programs under the Elementary and Secondary Education Act, the percent
retained at the State level is about 2 percent; for Title I, the percent is 1 per-
cent.

—In general, States retain substantially less money at the State level than is per-
mitted by law. For example, in fiscal year 1995, States were permitted to retain
up to 20 percent of Title VI (Chapter 2) money, but only retained 9 percent in
actual practice.

—At the local level, about four-fifths of Title | funds are used for instruction, with
additional funds used for supporting activities, such as professional develop-
ment, curriculum development, counseling, and other activities that have a di-
rect impact on teachers and students. Local administrative expenses appear to
range from 4 to 13 percent of local expenses, depending on the location and the
data base considered.

—Across all Federal elementary and secondary programs, instruction and instruc-
tional support account for 88 percent of local expenditures.

Question. To what extent do the non-classroom uses of Federal education dollars

meet important national education objectives?

Answer. States and LEA'’s use Federal funds to support a range of non-classroom
activities that directly support instruction, including the development and imple-
mentation of standards and assessments, professional development, curriculum de-
velopment, parent and community involvement programs, and technical assistance.

CLASS SIZE REDUCTION AND TEACHER FINANCING INITIATIVE

Question. Why would the proposed Class Size Reduction initiative be funded
through mandatory budget authority?

Answer. The initiative is proposed for mandatory funding because it is intended
to be funded through tobacco settlement revenue. In addition, the Administration
believes that the annual discretionary appropriations process would not provide dis-
tricts with the necessary certainty that funds will be available, and that the pro-
gram requires the firm commitment provided through a mandatory appropriation.

Question. For school districts who hire new teachers with funding from the pro-
posed Class Size Reduction initiative, there are potentially significant long-term fi-
nancial costs as these teachers gain experience and further training, and move up
their respective pay scales. Does the Administration intend that the Class Size Re-
duction initiative continue beyond the 7-year time period cited in the budget request
in order to assure participating districts that the burden of those long-term costs
does not fall solely upon them?

Answer. Yes, the Department does intend for the Class Size Reduction initiative
to continue beyond the 7-year time period. The initiative is to be financed through
revenues from a tobacco settlement, and any settlement is likely to provide revenues
for at least 25 years.

Question. Why are States’ average class sizes in grades 1 through 3 not used at
all in determining State shares of funds under the Class Size Reduction initiative?
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Answer. The Title | formula allows funds to be targeted to the States with the
highest levels of poverty and the greatest financial need. For within-State alloca-
tions, States would be required to distribute funds based on each local educational
agencies class sizes and their relative ability and effort to finance class-size reduc-
tions with their own resources.

ACHIEVEMENT GAINS FROM CLASS SIZE REDUCTIONS

Question. The proposed Class Size Reduction is intended to reduce the average
class nationwide in grades 1 through 3 from 22 students to 18 students. How do
you respond to critics who state that a reduction of this size is not sufficient to gen-
erate student achievement gains commensurate with the cost of the initiative?

Answer. Two recent research studies have found that smaller classes can mean
higher levels of student achievement, at least through the elementary school grades,
particularly for minority, poor, and inner-city children.

One study examined the results on the 1992 National Assessment of Educational
Progress (NAEP) mathematics assessment for 10,000 fourth- and eighth-graders.
The study found that students in small classes, those classes with fewer than 20
students, performed better than students in large classes for both grade levels, even
f_alging into account student demographics, overall resource levels, and the cost of
iving.

Studies of the Tennessee Student-Teacher Achievement Ratio (STAR) project have
also found that students in small classes performed better than students in large
classes in each grade from kindergarten through third, and that the achievement
benefits persisted through at least the eighth grade. The same benefits from small
classes were found for boys and girls alike. While all types of school districts—inner-
city, urban, suburban, and rural—realized significant gains from small classes, the
gains were greatest for minority and inner-city students in each grade. Further
analyses of the results have found that students in small classes are less disruptive
and less likely to be retained than their peers in larger classes.

One of the biggest advantages to reduced class sizes is that it provides teachers
with an opportunity to better gauge their students’ strengths and weaknesses and
get to know them as individuals. Research verifies this by demonstrating that class-
room structures that allow teachers to know students and their families well are
associated with increased achievement, more positive feelings toward school, and
more positive behavior.

In addition, reduced class size allows teachers to work more closely with their stu-
dents and, as a result, they are better able to identify students with learning dis-
abilities. Potentially, early identification of, and remediation for, children with
learning disabilities can reduce the need for special education services in the later
grades and eliminate, or substantially reduce, the costs associated with such serv-
ices.

SIZE REDUCTION AND OTHER STRATEGIES TO IMPROVE ACHIEVEMENT

Question. Are there other kinds of improvement strategies that promise as much
or more achievement gain, but at a lower cost?

Answer. The Department believes that reducing average class sizes in grades 1
through 3 is an essential component of any strategy to raise the educational
achievement of all students. Rigorous research has shown the benefits of small
classes for all children, but particularly for minority and inner-city students. If the
benefits of small classes are to be fully realized, this strategy must be a part of com-
prehensive educational reforms.

In order for the benefits of small classes to be fully realized children cannot sim-
ply be placed in smaller classes, but must also be: expected to achieve to challenging
content and performance standards, and have their progress measured by tests
aligned to those standards; attend schools that are able to recruit and retain a
qualified teaching staff; and taught in environments conducive to high achievement.

21ST CENTURY COMMUNITY LEARNING CENTERS

Question. The Administration’s fiscal year 1999 budget request of $200 million for
21st Century Community Learning Centers represents a 400 percent increase above
the fiscal year 1998 appropriation. At the proposed level, the program would support
extended-day activities in approximately 4,000 schools serving up to half a million
school children. What evaluations and program outcomes justify such an increase?

Answer. The importance of these programs has been demonstrated through var-
ious studies, including FBI statistics that show the greatest rates of crime and vio-
lence to be between the hours of 2 to 8 p.m. Additionally, research clearly shows
that positive and sustained interactions with adults contribute to the overall devel-
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opment of young people and their achievement in school. Research also indicates
that in high-quality programs—where student to staff ratios are low, staff are well-
trained, and a wide variety of activities are offered—students have more positive
interactions with staff, better peer relations, and better grades and conduct in
school than their peers in other care arrangements. These outcomes are particularly
beneficial for disadvantaged or low-achieving students, who typically lack resources
such as technology and outside tutoring.

The six current 21st Century Community Learning Centers projects, now in their
final year, have successfully established community centers offering important serv-
ices to students, families, and low-income adults, provided through the development
of partnerships between schools and local agencies, organizations, businesses, and
colleges. Because the projects are completing their final year of funding, the Depart-
ment will not have specific outcome data until the final reports are received. How-
ever, we do have information on what each project has accomplished thus far.

For example, the Clinton County 21st Century Community Learning Center cre-
ated a GED program for high-school drop-outs. Its initial goal was to enroll 20 stu-
dents; ultimately it enrolled 72 students. During its second year, the project ex-
panded to include distance learning and technology classes for 150 participants. The
Center also served over 100 individuals in professional development and continuing
education courses. This project involved such community groups as the Western
Kentucky University, the Bank of Clinton County, Berea College, and the Depart-
ment of Social Services.

Another project administered by the Chicago Public Schools involved 37 school
principals, in conjunction with parents, community organizations, municipal service
providers and local agencies. Together, these groups established literacy, GED, and
tutoring programs, as well as workshops on computer skills, nutrition, and parent-
ing. A series of Saturday sessions promoted family involvement by providing in-
struction to both parents and children together.

AFTER-SCHOOL CENTERS A FEDERAL CONCERN

Question. Why should a program of after-school services become a Federal rather
than State or local concern?

Answer. It has become a Federal concern because of the demonstrated need for
these centers in communities across the Nation and the potential of these centers
to improve achievement and safety in schools. Recent studies estimate that 5 million
children are left unsupervised after school. The requested funds would provide serv-
ices for only a percentage of these children. The majority of schools do not currently
have such programs. The most recent survey from the National Center for Edu-
cation Statistics (NCES) revealed that in 1993-94, 30 percent of all public elemen-
tary schools had centers. In urban areas, more than 40 percent of schools had cen-
ters, and in rural areas, only 18 percent. Availability in high-poverty schools was
similar to that of low-poverty schools, but high-poverty schools showed greater par-
ticipation rates.

This year, over 5,000 people attended the information sessions on the 1998 com-
petition that were sponsored by the C.S. Mott Foundation. The Department received
nearly 2,000 applications, and many more requests for applications and information.

ADMINISTRATION OF 21ST CENTURY LEARNING CENTERS

Question. Why should the Department of Education administer this program rath-
er than the Department of Health and Human Services (HHS)?

Answer. This question was carefully considered by the Administration before sub-
mitting its request. The Department of Education is administering this program be-
cause this enables us to emphasize educational services and the use of schools as
community centers.

HHS currently administers the Child Care and Development Block Grant
(CCDBG) which provides, through the States, direct support to low-income parents
to help them pay for child care; it also provides funding to providers of after-school
programs to subsidize the participation of children from poor families. As a com-
plement to the CCDBG focus on meeting demand by helping poor parents pay for
child care, the 21st Century Community Learning Centers addresses the supply
issue by providing seed money to establish or expand programs that utilize public
school buildings cost-effectively to serve school-age children.

School-based programs also providealong with recreational and nutritional
programsunique opportunities to link out-of-school learning activities with the core
curriculum, providing advancement, enrichment or extra help that can make a dif-
ference in each student’s academic success. Schools are convenient and accessible to
students and parents and have much of the resources needed for such programs.
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Also, school-based centers can result in increased community and parent involve-
ment in the school. Yet, despite high demand from parents and overwhelming sup-
port from educators for school-based programs, the majority of the Nation’s elemen-
tary and middle schools still do not offer after-school programs.

EDUCATION OPPORTUNITY ZONES PROPOSAL

Question. Why do you propose another new program targeted at high-poverty
areas when we already have not only the Title I, Elementary and Secondary Edu-
cation Act program but also the new Comprehensive School Reform program initi-
ated in the fiscal year 1998 appropriations act?

Answer. The Education Opportunities Zones program would differ in emphasis
from both Title | and the Comprehensive School Reform Demonstrations. While
Title 1 and the Comprehensive School Reform Demonstrations focus on improving
achievement at individual schools, the Education Opportunity Zones program would
emphasize implementation of policies that improve student achievement district-
wide. These programs would be complementary, and all three would focus on assist-
ing students to achieve to high standards.

The Education Opportunity Zones program would distribute comparatively large
grants to a limited number of competitively selected, high-poverty urban and rural
school districts. To be eligible for a grant, the district would have to demonstrate
that it had already begun to implement educational reforms and raise student
achievement, at least in some schools. The purpose of the program would be to dem-
onstrate that districts that expect all students to achieve to high standards and hold
students, teachers, and schools accountable for achieving to those standards, can
help raise achievement across an entire district.

The Comprehensive School Reform Demonstration program provides funds by for-
mula to States which then distribute the funds competitively to districts on behalf
of individual schools. The program focuses exclusively on comprehensive school-level
reform programs that have a strong research basis and have been successfully rep-
licated. The program can help bring together Title I schoolwide funds, and other
Federal, State, local, and private resources to support an integrated strategy to en-
able all children in a school to reach challenging academic standards. Comprehen-
sive School Reform funds can help schools in Education Opportunity Zones imple-
ment proven models of reform, and can provide additional resources for Education
Opportunity Zones to use for turning around failing schools.

UNIQUE FEATURES OF EDUCATION OPPORTUNITY ZONES

Question. What would be the unique contribution of the Education Opportunity
Zones initiative?

Answer. The Education Opportunity Zones initiative would have a focus on dis-
trict-wide reforms, rather than the focus on school-level reform efforts contained in
Title | and the Comprehensive School Reform Demonstrations. The Zones initiative
would differ from other programs in that it would provide support only to high-pov-
erty urban and rural school districts that have already begun to implement account-
ability-based, comprehensive educational reform policies, and have begun to show
significant improvement, in at least some of their schools, in the educational
achievement of all students. The grants would enable selected districts to expand
the scope and accelerate the pace of their reforms, so that they can achieve, in more
schools, the kinds of successes realized in some schools in these districts. Districts
could use their funds for such activities as: (1) implementing a school-performance-
information system to measure the performance of schools in educating their stu-
dents to high standards; (2) increasing public school choice through such strategies
as open enrollment policies or charter schools; or (3) improving teaching through the
development of a system for identifying ineffective teachers, providing them with as-
sistance to improve their performance, and removing those teachers whose perform-
ance does not improve.

Question. Why should we not focus on expanding and improving the existing pro-
grams aimed at the same problems?

Answer. The Administration has requested funds to expand current programs like
Title I, Goals 2000, and the Comprehensive School Reform Demonstrations. How-
ever, for the reasons outlined above, we believe the Education Opportunity Zones
program will address a unique and difficult mission, and strongly support its enact-
ment and funding as well.

Question. When do you anticipate that legislative language for this proposal might
be transmitted to the Congress?

Answer. The Secretary transmitted the Education Opportunity Zones proposal to
Congress on March 3, 1998.
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CALIFORNIA BALLOT INITIATIVE “ENGLISH FOR THE CHILDREN"

Question. A State ballot initiative entitled “English for the Children” will go be-
fore California voters in June 1998. The initiative would significantly alter instruc-
tional services for limited English proficient (LEP) children in California elementary
and secondary schools. Among other things, the initiative calls for programs of shel-
tered English immersion as the primary means to teach English to LEP students.
Would there be any conflict between the initiative, if enacted, and Federal civil
rights laws enforced by the Department of Education?

Answer. The Departments of Education and Justice are currently reviewing the
language of the “English for the Children” initiative to determine if it would conflict
with civil rights law. We are not yet ready to make a judgement on this issue, but
expect to be able to do so in the near future.

Question. Could sheltered English immersion programs as specified in the initia-
tive qualify for assistance under the Bilingual Education Act?

Answer. A significant number of the projects funded under the Bilingual Edu-
cation Act employ instructional methods that use only English. At first glance, it
seems likely that such projects would not conflict with the “English for the Chil-
dren” ballot initiative, although the one-year timeframe specified in the initiative
could be a problem.

ENSURING ENGLISH LANGUAGE ACQUISITION THROUGH BILINGUAL EDUCATION

Question. Public Law 105-78, the Departments of Labor, Health and Human
Services, and Education and Related Agencies Appropriations Act, 1998, includes a
requirement that the Department of Education only support Bilingual Education
Act instructional services grants that “ensure that students completely master
English in a timely fashion (a period of 3 to 5 years) while meeting rigorous achieve-
ment standards in the academic content areas.” (111 Stat. 1500) How is the Depart-
ment of Education implementing this requirement in the grant-making process?

Answer. This language, which was first included in the fiscal year 1996 appropria-
tions act, reinforces language in the authorizing statute. The authorization makes
it clear that helping limited English proficient students learn English and meet
challenging State academic standards is the primary goal of all bilingual education
projects funded under the statute. While the authorizing statute does not include
a specific time frame for these goals, the appropriations language is fully consistent
with the language in the statute.

Applications for new awards are rated by outside peer reviewers who are given
training in how to rank applications in accord with statutory and Departmental re-
quirements. Departmental officials brief the reviewers on the statutory require-
ments for these projects, and on each of the published selection criteria. One of the
criteria is “quality of the project design” and another is “proficiency in English and
another language.”

Once the peer reviewers complete their ratings, staff from the Office of Bilingual
Education and Minority Languages Affairs review the applications to make sure
that they comply with statutory requirements, including that they are designed to
ensure that students completely master English in a timely fashion (a period of 3
to 5 years) while meeting rigorous achievement standards in the academic content
areas.

The statute requires grantees to submit evaluations every two years. These eval-
uations must include information on the progress of students served by the program
in attaining English proficiency.

YEAR 2000 COMPUTER CONCERNS

Question. There has been lots of public speculation that many computer systems,
including mainframes and desktops and many of the software programs as well, will
become unworkable on January 1, 2000. What are the major uses of computers
within the Department, both for management activities and program operations?

Answer. The Department uses mainframes and desktops for many of its manage-
ment activities and program operations. Computers are used to operate the Depart-
ment’s delivery systems dealing with student financial aid and Impact Aid pro-
grams, to foster communications internally and externally through the Internet and
e-mail, and to operate the Department's accounting system. Many of these systems
have been identified as mission- critical for Year 2000 purposes.

Mission-critical department computer systems

Following is a list of the 14 mission-critical systems along with a description of
each system’s purpose:
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—Campus-Based Program System—receives summary data from participating
schools, determines institutional awards, allocates funds and reconciles institu-
tional accounts.

——Central Processing System—confirms applicants’ eligibility for Federal student
financial assistance.

—Direct Loan Central Database—functions as the central repository for sum-
mary-level data on Federal Direct Loan Program (FDLP) loans, including aggre-
gated financial data reported from the FDLP servicer(s).

—Direct Loan Origination System—supports FDLP loan origination to book loans,
reconciles with schools, and receives disbursement information from schools as
each loan is disbursed to a recipient.

—Direct Loan Servicing System—services FDLP loans while the borrower is in
school, in deferment status, or in repayment.

—Federal Family Education Loan System—pays interest and special allowances
to lenders.

—Multiple Data Entry System—receives paper applications for Federal student fi-
nancial assistance.

—National Student Loan Data System—functions as a national database of loan/
grant-level data on the Title IV programs. Among its many purposes, it is used
to prescreen Title IV applicants for eligibility.

—Pell Grant Recipient Financial Management System—supports delivery of aid
under the Federal Pell Grant program.

—Postsecondary Education Participants System—maintains data on school par-
ticipation. These data include eligibility, certification, and program participation
information.

—Title 1V Wide Area Network (TIVWAN)—a value-added network that functions
as a participant management system through which users indicate which serv-
ices they want to use from the systems TIVWAN supports.

—Education Central Administrative Processing System—(EDCAPS) the redesign
of the Department’s core financial functions, work processes and procedures.
(This system is Year 2000 compliant.)

—Education Central Network—the Department’'s hardware/software infrastruc-
ture.

—Impact Aid System—receives summary data from participating school districts,
determines awards, allocates funds and reconciles school district accounts.

GAO PLAN FOR MINIMIZING OR ELIMINATING THE YEAR 2000 COMPUTER PROBLEM

Question. What steps has the Department taken to eliminate or minimize the
“Year 2000” computer problem from these activities and operations, and, how much
additional work, if any, remains to be done?

Answer. The Department follows the five-phase approach recommended by the
General Accounting Office and the Office of Management and Budget. The five
phases are: awareness, assessment, renovation, validation and implementation.

The awareness phase is an ongoing activity to help the Department’s customers
inside and outside the Federal government and the education community under-
stand the scope of the Year 2000 problem. During this phase, customers are advised
of the steps needed to be taken to ensure that their systems are Year 2000 compli-
ant.

The assessment phase, completed in February 1998, resulted in an inventory of
the information technology systems used at the Department, the classification of
each system by criticality, and the determination of the appropriate compliance
strategy or disposition for each system. Criticality, expressed as “mission-critical”
(most critical), “mission-important” and “mission-supportive” (least critical) indicates
which of the Department’s systems are most essential to its functions.

The dispositions determined from the assessment phase—compliance, repair, re-
placement or retirement—form the basis of the renovation phase. A system deter-
mined to be compliant can skip to the validation phase. If a system needs repair,
modifications are scheduled to bring it into compliance. If a system needs to be re-
placed, a new compliant system will be developed to serve its function. Finally, a
system will be retired if its functions can be eliminated or assumed by another sys-
tem that is compliant.

During the validation phase, compliant systems and those with completed renova-
tions are tested to prove compliance. An independent third party will verify and
validate each of the mission-critical and high risk mission-important systems.

The implementation phase will assure that all data exchange agreements are in
place and that non-compliant systems are replaced with the renovated compliant
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systems. This phase requires a relatively short period of time compared to the oth-
ers.

Currently, the assessment phase is complete, renovations are in process for non-
compliant systems, and validations are in process for compliant and renovated sys-
tems. Several systems have been validated and implemented. Overall there are 14
mission-critical, 30 mission-important, and 144 mission-supportive systems at the
Department, most of which will require additional renovation, validation and imple-
mentation efforts.

CONTRACTED DEPARTMENTAL COMPUTER ACTIVITIES

Question. What major computerized activities does the Department have under
contract?

Answer. All of the Department’s mission-critical computer systems are under con-
tract. They include the following: Campus-Based Program System; Central Process-
ing System; Direct Loan Central Database; Direct Loan Origination System; Direct
Loan Servicing System; Federal Family Education Loan System; Multiple Data
Entry System; National Student Loan Data System; Pell Grant Recipient Financial
Management System; Postsecondary Education Participants System; Title IV Wide
Area Network; Education Central Administrative Processing System; Education
Central Network; and Impact Aid System.

In addition, a number of mission-important systems are under contract. An exam-
ple of a mission-important system is the Department’s payroll processing system,
maintained by the Department of the Interior.

ENSURING YEAR 2000 COMPLIANT SYSTEMS FOR DEPARTMENTAL PROGRAMS DEPENDENT
ON COMPUTER SYSTEMS

Question. Which major programs, such as the National Assessment of Educational
Progress, are heavily dependent on computers?

Answer. The programs most dependent on computers in the Department include
those that are directly supported by one or more of its mission-critical systems.
These programs are the Federal Family Education Loan Program, the William D.
Ford Direct Loan Program, the Pell Grant Program, Campus Based programs and
the Impact Aid Program. In addition, all programs within the National Center for
Educational Statistics (NCES), including the National Assessment of Educational
Progress depend on computer processing due to the large amount of data that needs
to be analyzed. Please note, however, that in addition to validation procedures, none
of the computer programs used to support NCES perform date calculations.

Question. What steps have you taken to ensure that these various contracted sys-
tems will survive the “Year 2000” problem?

Answer. To ensure that the Department’s systems operated by contractors will be
Year 2000 compliant, each step of the renovation and validation phases of the
project is closely monitored and tracked by the Department's Year 2000 staff and
experts from the firm of Booz-Allen and Hamilton. Status reports on each system
are provided to the Year 2000 Steering Committee on a weekly basis. The Steering
Committee is chaired by the Deputy Secretary, and includes the Chief Financial and
Chief Information Officer and senior executives from program and staff offices re-
sponsible for major systems and Year 2000 renovations.

As each mission-critical system is renovated, a qualified third party will conduct
an independent verification and validation (IV&V) on the system to confirm that it
is Year 2000 compliant. Results of each IV and V analysis will be reported to the
Steering Committee.

In addition, the Department is developing contingency plans for each mission-crit-
ical system. These plans will provide for continued delivery of services in the event
of a system failure.

YEAR 2000 DEPARTMENTAL OUTREACH EFFORTS TO THE STATES

Question. What steps have you taken to find out what education activities at the
State level are dependent on computerized activities?

Answer. The Department is conducting an inventory of all of its data exchanges
with the States. Once the inventory is completed, the Department will provide
States with points of contact and any new data formats to ensure that all future
data exchanges are Year 2000 compliant.

Numerous written communications have been made with the Department's data
exchange partners and customers regarding Year 2000. For example, in January
1998, the Deputy Secretary and the Executive Director of the Council of Chief State
School Officers sent a Dear Colleague Letter to the Chief and Deputy Chief State
School Officers in the 50 States, the District of Columbia, and the territories. In the
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same month, the Deputy Assistant Secretary for Student Financial Assistance sent
a Dear Colleague Letter to the 7,000 postsecondary education institutions partici-
pating in the Department’s student aid programs.

The Year 2000 Project Management Team has made telephone contact with sev-
eral State Year 2000 coordinators and various constituent groups, including the
Council of Great City Schools and the District of Columbia School System.

Year 2000 outreach efforts

Examples of other Year 2000 outreach efforts that have been conducted include:

—In July 1997, the Department briefed the National Association of Student Fi-
nancial Aid Administrators on the need to address the Year 2000 issue;

—In October 1997, the Deputy Assistant Secretary for Student Financial Assist-
ance programs sent a Dear Colleague Letter to all State and private college and
university presidents and financial aid administrators that included a clear
message about Year 2000 compliance;

—In December 1997, the Department briefed the National Council of Higher Edu-
cation Loan Programs on Year 2000 issues. The Council includes representa-
tives from the lending and guaranty agency community, secondary markets, and
third party servicers;

—In December 1997, the Assistant Secretary for Special Education and Rehabili-
tative Services sent a Dear Colleague Letter on Year 2000 issues to all National
Institute on Disability and Rehabilitation Research grantees, Special Education
Program Resource Centers, and Rehabilitation Services Administration Inde-
pendent Living Centers;

—In January 1998, the Department met with the National Association of College
and University Business Officers to discuss Year 2000 issues;

—In February 1998, a Dear Colleague letter was sent to all State higher edu-
cation executive officers from the Assistant Secretary for Postsecondary Edu-
cation and the Executive Director of the State Higher Education Executive Offi-
cers;

—In March 1998, a Dear Colleague Letter was sent to each of the 36 State and
private non-profit guaranty agencies participating in the Federal Family Edu-
cation Loan Program; and

—In March 1998, a Dear Colleague Letter from the Deputy Assistant Secretary
for Postsecondary Education was sent to the approximately 7,000 lenders in the
Federal Family Education Loan Program.

Over the weeks ahead, Department officials will continue to participate in edu-
cation association meetings and conferences, issue Dear Colleague Letters, and use
the electronic media to contact and consult with the education community on Year
2000.

The Department also works with over 30 boards, commissions, councils, and inde-
pendent agencies that serve the education community. To ensure that all of these
organizations develop a Year 2000 compliance strategy, principal office coordinators
are consulting closely with their constituent entities. In addition, the Department’s
Office of Intergovernmental and Interagency Affairs is working with Project man-
agement Team to facilitate communication with these organizations.

PROVISION OF TECHNICAL ASSISTANCE TO STATES ON YEAR 2000 COMPUTER PROBLEMS

Question. To what extent is the Department providing technical assistance to the
States for Year 2000 computer problems?

Answer. The Department has taken several steps to provide technical assistance
to the States regarding Year 2000 computer problems. One initiative is a series of
“Dear Colleague” letters sent to officials in the education community. The letters
provide information and guidance on how to ensure that computer systems are Year
2000 compliant. Other steps include consultations with State information technology
officials and the distribution of outreach materials that provide information on best
practices and tools that are useful in addressing the Year 2000 challenge.

In addition, the Department has widely distributed an informational brochure on
year 2000 to the education community, set up a Year 2000 web site (www.ed.gov/
y2k/), and opened two Year 2000 electronic mailboxes (y2k@ed.gov and ope—
y2k@ed.gov) to answer questions.
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QUESTIONS SUBMITTED BY SENATOR TED STEVENS
EDUCATION TECHNOLOGY

Question. The Administration is proposing a new $75 million program for Teacher
Training in Technology intended to increase new teachers’ ability to apply tech-
nology in their classrooms. To what extent are funds authorized to be spent, and
already being spent, on preservice training in technology under the following pro-
grams: Regional Technology in Education Consortia, Technology Literacy Challenge
Fund, and Eisenhower Professional Development State grants?

Answer. The Department cannot provide the amounts that the two State-formula
grant programs, the Technology Literacy Challenge Fund and the Eisenhower Pro-
fessional Development State Grants, are spending on preservice training in tech-
nology. The Regional Technology in Education Consortia currently spend approxi-
mately 5 percent of their funding, or $500,000, on preservice activities. However, the
Department does not feel that any of the programs listed is well-suited to increase
dramatically the percentage of new teachers prepared to use technology effectively
in their classrooms.

The Regional Technology in Education Consortia (RTEC's) do assist institutions
of higher education to establish programs that prepare teachers to use educational
technology in their classrooms. That is just one aspect of the RTEC's broad mandate
to provide technical advice and training to States, schools, districts, adult literacy
centers, and other educational institutions about the use of advanced technologies
to improve teaching and student achievement.

The Technology Literacy Challenge Fund provides formula grants to States for
competitive grants to local educational agencies, to fund a wide range of technology
needs. The strength of this program is that it allows States to determine their own
needs and provides comprehensive funding for educational services. Funding for
preservice education is not specifically authorized. For this reason, it would not be
the best funding source for training new teachers.

The Eisenhower Professional Development State Grants may be used to fund
preservice training; however, the vast majority of Eisenhower funds flow to local
school districts and are used primarily to fund inservice professional development
activities. Sixteen percent of program funds are allocated to State agencies for high-
er education to award competitive grants to institutions of higher education or non-
profit organizations. The majority of these funds are also used for inservice profes-
sional development. In addition, the first $250 million of any funds appropriated for
the program are to be used for professional development activities in mathematics
and science.

SPENDING ON EDUCATIONAL TECHNOLOGY

Question. How much is the Department spending on technology for education?

Answer. The Department has several programs dedicated specifically to support-
ing educational technology. These programs are:

The Technology Literacy Challenge Fund is helping States and local school dis-
tricts integrate technology into school curricula. The fiscal year 1998 appropriation
is $425 million.

The Technology Innovation Challenge Grants support public-private partnerships
that generate new learning content and instructional practices that may be adopted
by schools and communities across the country. The fiscal year 1998 appropriation
is $106 million.

The Regional Technology in Education Consortia provide technical assistance to
State and local educational agencies on the use of advanced technologies to improve
teaching and student achievement. The fiscal year 1998 appropriation is $10 mil-
lion.

Star Schools supports innovative projects in distance learning education for ele-
mentary and secondary education, providing courses and professional development
through telecommunications technology. The fiscal year 1998 appropriation is $34
million.

Ready to Learn Television supports the development of educational programming
centered on school readiness, as well as grants for local educational and community
gutreach activities related to school readiness. The fiscal year 1998 appropriation is

7 million.

The Telecommunications Demonstration Project for Mathematics provides support
for PBS “Mathline,” a year-long course of professional development in mathematics
based on the standards developed by the National Council for Teachers of Mathe-
matics. The fiscal year 1998 appropriation is $2.035 million.
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The total for appropriation for programs that specifically support educational
technology is $584.035 million. In addition to the programs listed above, funds from
Title 1, Goals 2000, Special Education State Grants, and other programs, can also
be used for educational technology.

TECHNOLOGY PLAN

Question. Have you completed and submitted the overall education technology
plan that the Congress requested in the fiscal year 1998 appropriations?

Answer. No, the Department has not yet completed this plan that Congress re-
quested in the fiscal year 1998 appropriation. We intend to submit such a plan to
the Committee later this spring.

IDEA AMENDMENTS OF 1997—REGULATIONS BENEFITS AND COSTS

Question. On June 4, 1997, President Clinton signed into law the Individuals with
Disabilities Education Act (IDEA) Amendments of 1997, Public Law 105-17. On Oc-
tober 22, 1997, the Department of Education issued a Notice of Proposed Rule-
making (NPRM) to implement the Amendments. The NPRM, as required, discussed
the potential costs and benefits of the proposed regulations (62 FR 55054). Through
the public comment period, has the Department of Education gained any additional
information concerning the costs and benefits of the regulatory package?

Answer. The Department received over 4,500 comments on the proposed regula-
tions. Many comments addressed the benefits to families and children of various
changes and the potential impact of the proposals on teachers and schools. However,
virtually none of the comments provided specific cost information that could be used
in refining the Department’s analysis of the costs and benefits of the regulations.

SPECIAL EDUCATION EXPENDITURES

Question. Special education expenditures in the United States are estimated at
approximately $36 billion. What portion of special education expenditures are de-
voted to costs not directly related to special education and related services such as
attorneys’ fees/litigation and administrative expenses?

Answer. We do not currently collect information from the States on special edu-
cation expenditures. However, a study conducted by Decision Resources in 1988 in-
dicated that about 7 percent of the funds used for special education services are
used for administrative costs. We do not know how much money is used for costs
associated with litigation or attorney’s fees, but we believe that it is very small. A
study by the General Accounting Office found that there were 73 civil actions in
1988. Attorneys are also frequently present at due process hearings, which are held
for about one out every 1,000 children each year.

STATE ADMINISTRATION AND LOCAL PROGRAM FUNDING UNDER IDEA

Question. What percentage of the Federal appropriation reaches the classroom?

Answer. We do not know what percentage of the Grants to States appropriation
reaches the classroom. From funds appropriated in fiscal year 1997, States may use
up to 25 percent of the funds they receive for State level activities and at least 75
percent of the funds must be passed through to local educational agencies. Data re-
ported by the Department in response to a directive in the fiscal year 1998 appro-
priations conference report indicate that States actually retain only about 8 percent
of their funding for State level activities. Because of changes made in the authoriz-
ing legislation by the Individuals with Disabilities Education Act Amendments of
1997, from fiscal year 1998 appropriations, States will be allowed to retain an aver-
age of only up to 21 percent of the funds they receive for State level activities and
at least 79 percent must be passed through to local educational agencies. The per-
centage of funds that can be retained for State level activities will continue to de-
cline to the extent that State allocations increase by amounts greater than inflation.

Local educational agencies may use the funds they receive for a wide range of pur-
poses including salaries for special education teachers, specialized instructional ma-
terials, and training personnel. We do not have information on the extent to which
local educational agencies use Federal funds for in-class purposes. South Carolina,
which has compiled a detailed break-down of expenditures for a variety of programs,
has data that indicate that instruction and instructional support account for 83 per-
cent of the Federal special education funds used by local school districts.

PROPOSED EXPANSION OF THE EDUCATION FLEXIBILITY DEMONSTRATION PROGRAM

Question. In a speech to the National Governors' Association on February 23,
1998, you proposed eliminating the 12 State cap under the Education Flexibility
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Demonstration Program (Ed-Flex) authority. When will legislative language be in-
troduced for this proposal?

Answer. The Department is currently preparing legislative language to make all
States eligible to receive the authority to waive certain Federal statutory and regu-
latory requirements. The Department anticipates that legislative language will be
ready for introduction in late spring.

REQUIREMENTS FOR PARTICIPATION IN THE ED-FLEX PROGRAM

Question. Do you propose adding any new requirements for States to participate
in Ed-Flex?

Answer. The Department intends to propose that, before a State may receive the
authority to waive certain Federal statutory and regulatory requirements, it have
in place the content and performance standards and aligned assessments required
by Title | of the Elementary and Secondary Education Act of 1965, and also have
in place procedures for holding local school districts and schools accountable for
meeting academic performance goals. Though the 12 States currently participating
in the Education Flexibility Demonstration Program were not required to have their
content and performance standards or aligned assessments and accountability pro-
cedures in place before receiving the waiver authority, an analysis of how these
States have used their waiver authority indicates that well-developed State assess-
ment and accountability systems allow for a more effective implementation of the
waiver authority. For example, Texas, a State that has developed a statewide as-
sessment and accountability system that provides disaggregated student achieve-
ment data, has made more extensive and effective use of the waiver authority than
other States with the waiver authority.

When the Ed-Flex authority was created under Goals 2000, the Title | perform-
ance requirements did not yet exist. Our proposals would thus align Ed-Flex with
the current Elementary and Secondary Education Act requirements.

Question. Would you continue to require that States participate in the Goals 2000
program in order to be eligible for Ed-Flex?

Answer. No, States would not have to participate in the Goals 2000 program to
be eligible. To receive the waiver authority, States would have to have in place the
content and performance standards and aligned assessments required by Title I,
and provide their State educational agency with the authority to waive State statu-
tory or regulatory requirements while continuing to hold the local educational agen-
cies that receive waivers accountable for the performance of students affected by the
waivers.

PROPOSED EXPANSION OF PROGRAMS ELIGIBLE FOR ED-FLEX WAIVERS

Question. Currently, the number of programs under which requirements can be
waived is substantially fewer under Ed-Flex than under most other Federal edu-
cation waiver authorities, such as the authority covering all of the Elementary and
Secondary Act. Do you propose that the number of programs covered by Ed-Flex be
expanded?

Answer. Yes, the Department is proposing to expand the number of programs for
which States could waive certain Federal statutory and regulatory requirements so
that it is more closely aligned with the waiver authority provided under the Elemen-
tary and Secondary Education Act of 1965. The authority would extend to all of the
Department’s major State formula programs for elementary and secondary edu-
cation, except those under the Individuals with Disabilities Act.

EXPERIENCE WITH ED-FLEX AND OTHER WAIVER AUTHORITIES

Question. What has been your experience thus far with Ed-Flex, and with other
walver authorities relevant to Federal elementary and secondary education pro-
grams?

Answer. The Department's experience with waivers has been that relatively few
waivers have been requested from the Department and the Ed-Flex States, and that
the range of provisions requested to be waived is similarly small. This would seem
to indicate that Federal laws and regulations are not acting as significant barriers
to State and local improvement initiatives, and that most States, local school dis-
tricts, and schools already possess the flexibility needed to accomplish their objec-
tives without waivers of Federal requirements.

The States that are making the most extensive and effective use of the waivers
are those with well-developed assessment and accountability systems. The data pro-
vided by such systems allows the State to determine whether the waiver is promot-
ing increased achievement among all students affected by the waiver. The absence
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of strong assessment and accountability systems makes it nearly impossible for a
State to ensure that there is adequate accountability for the flexibility provided.

Question. Are the authorities being extensively exercised?

Answer. No, the authorities are not being extensively used. From school year
1994-95 until the beginning of the 1997-98 school year, the Department received
435 waiver requests from State educational agencies and local school districts in 48
States. State educational agencies had submitted 60 waiver requests. The remaining
375 requests were from school districts, representing less than 3 percent of school
districts nationally.

The majority of Ed-Flex States are also not using the waiver authority exten-
sively. Ten of the 12 approved States have received fewer than 35 waiver requests.
Oregon, which was the first State granted the authority in February of 1995, has
received only 20 requests for waivers since then. The waiver authority is being used
most extensively by Texas, which has received 4,248 waiver requests since obtaining
the authority in January of 1996. The great majority of Texas waivers, 89 percent,
have been for statewide waivers of administrative requirements.

RANGE OF PROVISIONS BEING WAIVED

Question. What sorts of requirements are being waived?

Answer. The experience of both the Department and the Ed-Flex States indicates
that the range of provisions being waived is relatively small, and waivers of similar
provisions are being requested of the Department and the Ed-Flex States.

The waivers requested of the Department fall into 5 general categories: (1) waiv-
ers granted to State educational agencies that help to strengthen State school re-
form efforts and increase the flexibility available to school districts within the State;
(2) waivers of the minimum poverty threshold for implementing schoolwide pro-
grams under Title | of the Elementary and Secondary Education Act of 1965; (3)
waivers of provisions for targeting Title | funds within a school district; (4) transi-
tion waivers to accommodate temporary situations during periods of change; and (5)
waivers of the mathematics and science priority under Eisenhower Professional De-
velopment program.

Similarly, in the Ed-Flex States, the great majority of programmatic waivers have
been to waive some of the requirements of Title I, such as the minimum poverty
threshold for implementing a schoolwide program or provisions for targeting Title
I funds within a school district. As does the Department, Ed-Flex States receive re-
quests for waivers of the Title Il mathematics and science requirement.

Question. Are there types of requirements that many States or local school dis-
tricts would like to waive but they may not do so under existing waiver authorities?

Answer. The requirements that some States and local school districts would like
to waive, but which currently may not be waived, are certain provisions of the Indi-
viduals with Disabilities Education Act (IDEA), particularly the reporting require-
ments. However, the Department does not feel that this authority is the appropriate
place to address these issues.

RATIONALE FOR ED-FLEX EXPANSION

Question. Is Ed-Flex expansion being proposed now primarily to counter the in-
creasing interest—on the part of many Members of Congress, Governors, and oth-
ers—in consolidating many Federal education programs into block grants?

Answer. No, we are not proposing the Ed-Flex expansion in order to counter the
consolidation proposals. The Department is committed to providing States, local
school districts, and schools with flexibility in implementing the educational reforms
necessary to ensure that all children are able to achieve to high standards. The Ele-
mentary and Secondary Education Act already provides States and local educational
agencies with a great deal of flexibility. Examples of the increased flexibility pro-
vided under the 1994 reauthorization include the authority to use a consolidated
State plan to apply for Federal program funds, the ability to consolidate administra-
tive funds from several different programs, and the authorization for greater num-
bers of schools to implement Title | schoolwide programs.

The Department’s experience with waivers indicates that the current legislation
provides much of the flexibility needed by State and local educators to implement
their school reform efforts. Often, the barriers to local reform are created by State
statutory or regulatory restrictions. The Department feels that, in exchange for
gaining the ability to waive many Federal statutory and regulatory requirements,
States will be willing to provide their State educational agencies with the authority
to waive many State requirements. The Department also believes that providing
greater numbers of local school districts and schools with waivers of certain Federal
and State statutory and regulatory requirements will provide them with an environ-
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ment that promotes creative and innovative school improvement plans that lead to
increased achievement for all students.

Question. Beyond the 12 States already participating in Ed-Flex, how many other
States are you aware of that might be prepared to offer waivers of their own re-
quirements and meet the other conditions of Ed-Flex participation?

Answer. The Department believes that all States will eventually meet the condi-
tions necessary to receive the authority to waive certain Federal statutory and regu-
latory requirements. The requirements to have in place content and performance
standards along with an aligned assessment system and procedures to hold local
school districts and schools accountable for student academic performance are al-
ready contained in the Elementary and Secondary Education Act of 1965. In addi-
tion, as it is often the case that State requirements serve as a the major barrier
to the successful implementation of local reform efforts, the Department expects
that States will be willing to provide the authority to waive State requirements that
impede reform in return for the ability to waive some Federal requirements.

EFFECT OF IMPACT AID POLICIES

Question. While you are requesting about 5 percent less for Impact Aid basic sup-
port payments (a $36 million reduction), payments to LEA'’s in some States decrease
by substantially higher percentages. For example, overall payments to LEA’s in
Alaska would decrease by over 50 percent according to estimates in your table on
page C-47 of the Justification. To what extent does each of your three proposed
changes in the Impact Aid formula account for these shifts in funding?

Answer. The table below indicates the amount of funds that would shift due to
each of the proposed changes in the Basic Support Payments formula. The table dis-
plays these results separately for Alaska and for all States combined. These num-
bers were determined by simulating the formula in current law for 1999 at the re-
quested appropriation level of $626 million. Then the formula was simulated three
additional times at $626 million using current law and one of the three proposed
changes in the formula: (1) the weighted child count; (2) the Learning Opportunity
Threshold (LOT); and (3) the calculation of maximum payments. The figures in the
table represent the gross dollars that shift due to each change in the formula. Be-
cause the Basic Support Payments formula is “non-linear,” the changes in the com-
ponents of the formula do not necessarily add to the net change for a State when
all three proposed changes to the formula are included together.

EFFECT OF PROPOSED CHANGES IN THE BASIC SUPPORT PAYMENTS FORMULA

[Estimates of the number of dollars by which impact aid basic support payments change, by formula component, for fiscal
year 1999 at an appropriation of $626 million]

Dollars lost or Dollars transferring
gained by Alaska among States

Weighted child count $15,543,663 $94,205,848
Learning opportunity threshold [LOT] .... (18,921,824) 143,744,371
MaXimumM PAYMENTS .......courvrrrrererierieeseiees et enssesees (34,535,155) 98,499,296

1These dollars reflect the amount of funds that shift among States due to changes in formula components. For in-
stance, the change in the weighted child count would cause all States that gain funds under the formula change to gain
a total of $94,205,848 and all of the States that lose funds to lose a total of $94,205,848.

IMPACT AID—PROPOSED LEARNING OPPORTUNITY THRESHOLD FORMULA CHANGE

Question. You have justified changes in the calculation of the learning opportunity
threshold (LOT) in part because current law encourages LEA'’s to decrease their tax
efforts. What evidence do you have that current law has had this effect?

Answer. We have proposed the change in calculating LOT in part because it
would eliminate a pernicious effect of current law—the potential reward for LEA’s
that reduce local tax effort. We are not aware of any LEA that has actually reduced
local tax effort for this reason.

The current LOT potentially benefits LEA’s that reduce their tax effort because
the LOT percentage Is the sum of: (1) the percentage of federally connected students
and (2) the percentage of the maximum payment under the Basic Support Payments
formula as a percentage of total current expenditures. The sum of these two per-
centages may not exceed 100 percent.

An LEA could reduce its tax effort and its total current expenditures, which would
increase the latter of the two components of the LOT percentage. The LOT percent-
age is an important component of the Basic Support Payments formula. The LOT
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percentage is multiplied by the maximum payment to determine the LOT payment
when funds are insufficient to fully fund maximum payments. LOT payments have
been the basis for calculating actual payments because the formula has not been
fully funded since its inception.

NUMBER OF IMPACT AID LEA'S DECREASING THEIR TAX EFFORTS

Question. How many LEA's receiving Impact Aid payments have substantially de-
creased their efforts since 1992?

Answer. We do not know how many LEA’s have substantially decreased their tax
effort since 1992. However, as noted above, we know that a potential reward exists
for LEA’s that decrease their tax effort. As part of an effort to minimize paperwork
burden on LEA's, we do not require LEA’s to submit data on tax effort when they
apply for Basic Support Payments.

IMPACT AID REDUCTIONS RESULTING FROM PROPOSED FORMULA CHANGES

Question. How many LEA's would receive payments that are less than 85 percent
of their prior year Impact Aid payment (the current-law hold harmless requirement)
as a result of your proposed formula changes?

Answer. Among those LEA's that would receive funds in 1999, we estimate that
(under the Administration’s proposed budget and formula) 228 would receive pay-
ments that are less than 85 percent of their prior-year Impact Aid payment.

Question. How will these LEA's make up for the sudden reduction in Federal aid?

Answer. We do not know specifically how these LEA’s will make up for the de-
crease in Federal aid, but they should be the best positioned to absorb the loss of
funds. We have proposed the formula changes because we are concerned that Basic
Support Payments are not being directed to those LEA’s with the greatest need for
these funds: (1) LEA’s with students living on Indian lands and children of members
of the uniformed services who live on Federal property; (2) LEA’s that are respon-
sible for funding a large proportion of the cost of educating their students; and (3)
LEA’s with large percentages of federally affected students. LEA’s that lose funds
under our proposed formula do not meet these criteria and should be able to more
easily absorb the cost of educating their federally connected students than other
LEA's.

Question. Can you assure the Subcommittee that there will be no negative im-
pacts on the quality of education in those LEA’s?

Answer. We cannot assure the Subcommittee that there would be no negative im-
pacts on the quality of education in LEA’s with smaller Basic Support Payments in
1999 than 1998. As indicated under the preceding question, however, we believe
that these LEA’s can more easily absorb the cost of educating federally affected stu-
dents than can other districts.

THE COST OF COLLEGE

Question. The Federal investment in higher education through the student aid
programs administered by the U.S. Department of Education has grown markedly
over the past century, as has the price of college. Has this increased Federal support
of student financial assistance prompted increases in the prices charged students
and their families?

Answer. We also are concerned about the rise in college tuition costs in recent
years. We do not believe, however, that the increase in college prices can be attrib-
uted in any significant way to the increased availability and amount of Federal stu-
dent aid. A number of recent studies have examined this issue, including those per-
formed by the National Commission on the Cost of Higher Education, Professors
McPherson and Shapiro, and the National Association of Independent Colleges and
Universities and have failed to find a correlation between the growth of Federal stu-
dent aid programs and the increase in college tuitions. In fact, the NAICU study
showed the opposite effect. NAICU found that Federal grant aid actually helps to
slow the rate of tuition growth at independent colleges and universities.

Question. What impact will the new Hope Scholarships and Lifetime Learning
credits have on college prices?

Answer. We do not anticipate that the new Hope Scholarships and Lifetime
Learning tax credits will provide have any effect on college prices. There is no evi-
dence of a relationship between the presence of Federal student aid and tuition in-
creases. Institutions cannot easily raise tuitions when only a portion of their stu-
dents, many of them part-time, receive education tax benefits or Federal grants.
State institutions have a particularly difficult time raising tuitions since their serv-
ices are viewed as a public benefit to their citizens and they must typically go
through the State legislature for approval of tuition increases.
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PERCENT OF COST COVERED BY FEDERAL GRANTS

Question. What is the percentage of the average cost of education that can cur-
rently be covered by the maximum and average Pell Grant or Supplemental Edu-
cational Opportunity Grant?

Answer. Below is a chart comparing the average tuition, fees, and room and board
to the maximum and average Pell Grant and Supplemental Educational Oppor-
tunity Grant (SEOG) programs for the 1996-97 award year. In general, the maxi-
mum Pell Grant of $2,470 in 1996-97 was sufficient to cover approximately 27 per-
cent of the average cost of education at all schools. However, the average Pell Grant
was approximately $900 lower than the maximum, so that the average Pell Grant
was sufficient to cover about 17 percent of the average cost of attendance. These
percentages, as expected, are higher for public institutions, and generally lower at
more expensive private institutions.

The maximum SEOG of $4,000 would cover approximately 44 percent of the aver-
age college cost. However, the average SEOG in 1996-97 was significantly lower
than the maximum ($701 versus $4,000), so the amount of college cost covered by
the average SEOG was less than 8 percent.

PELL GRANT AND SEOG AWARDS AND COST OF EDUCATION—1996-97

Average Maximum Percent Average Percent Maximum Percent Average Percent

cost ! Pell of cost Pell of cost SEOG of cost SEOG of cost
Total $9,199 $2,470 269 $1574 17.1 $4,000 435 $701 7.6
Public 4-year 7,331 2,470 33.7 1,668 22.8 4,000 54.6 743 10.1

Public 2-year ...
Private 4-year ..

4,412 2,470 56.0 1,493 33.8 4,000 90.7 404 9.2
18,476 2,470 134 1,673 9.1 4,000 21.6 1,131 6.1
1Cost includes tuition, fees, room and board.

Sources: “Digest of Education Statistics”, 1997, NCES; Pell Grant: Pell grant cost estimation model, OPE; SEOG: “Federal Campus-Based
Programs Distribution of Awards 1996-97", OPE.

IMPACT OF BUDGET PROPOSAL ON

Question. What impact on these statistics will your budget request or your pro-
posal for reauthorization of the Higher Education Act have?

Answer. In our fiscal year 1999 Budget, we are proposing an increase of $100 in
the maximum Pell Grant from $3,000 to $3,100. This maximum award increase
builds on the two years of unprecedented growth in the maximum Pell Grant for
1997-98 and again for 1998-99, when the maximum grants increased 9.3 percent
and 11.1 percent, respectively. The large increases in the maximum Pell Grant be-
tween 1997-98 and 1998-99, coupled with the increase we propose in 1999-2000,
will increase the percent of college cost covered by the maximum Pell Grant by over
2 percent, to slightly over 29 percent, and the percent of cost covered by the average
Pell Grant from 17 percent to 18 percent.

PELL GRANTS AND COST OF EDUCATION—1996-97 TO 1999-2000

Estimate : Percent of Estimate Percent of
Award year average cost Maximum Pell cost average Pell cost
1996-97 ......... $9,199 $2,470 26.9 $1,574 17.1
199798 ... 9,659 2,700 28.0 1,699 17.6
1998-99 ......... 10,142 3,000 29.6 1,894 18.7
1999-2000 ..... 10,649 3,100 29.1 1,936 18.2

Source: Pell grant cost estimation model, OPE.
ACCESS TO STUDENT LOANS

Question. The Administration’s proposal for addressing issues arising from the re-
duction in the Federal Family Education Loan’s interest rate, scheduled to occur on
July 1, 1998, would lead to a significant reduction in lender returns. To what extent
will this reduction cause some lenders to stop making loans under the FFEL pro-
gram?

Answer. Based on a Department of Treasury analysis, the Administration pro-
posed an interest rate formula that would ensure an adequate rate of return to lend-
ers at little or no net cost to students. Therefore, the Administration believes that
lenders would not stop making loans under its proposal which the Treasury study
showed provided sufficient profits to maintain FFEL lender participation.
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ENSURING CONTINUED ACCESS TO FFEL LOANS

Question. How will the Department deal with any access problems that result?

Answer. We are taking steps to implement the broad authority granted by Con-
gress to ensure continued access to FFEL loans. We are committed to assuring that
no student is denied the financial help he or she needs to go to college.

As part of the effort to ensure uninterrupted access to college student loans, we
have held discussions with the Student Loan Marketing Association (Sallie Mae)
and have contacted all 36 guaranty agencies about their capacity to fulfill their stat-
utory obligation to issue loans if necessary. Of the 36 guaranty agencies contacted,
nearly all indicated they could serve in some capacity as lender of last resort.

One of these guaranty agencies, the Pennsylvania Higher Education Assistance
Agency, has already informed the department that it could be available right away
to make at least one million student loans to assist students across the nation. This
is triple the number it currently makes and about one-fifth of all FFEL loans made
nationwide. Nearly all of the guaranty agencies have indicated that they are ready
to make loans if necessary to ensure loan access.

STUDENT FINANCIAL AID INFORMATION SYSTEMS

Question. What steps has the Department taken to address the recent criticisms
by the GAO of the accuracy and efficiency of its information systems used in deter-
mining student eligibility for financial aid, processing aid applications, and inform-
ing students and institutions about the status of grants and loans?

Answer. In 1995, the Department recognized the need to use cutting-edge tech-
nology and business processes to transform the administration of student financial
aid and improve customer access to information and funding for education beyond
high school, and began to work with our partners in the postsecondary education
community to design, integrate and develop a comprehensive student financial aid
delivery system using state-of-the-art information technology.

The effort has become known as Project EASI (Easy Access for Students and In-
stitutions). The following is an update on this important project:

Delivery of Systems Architecture Report—Completed

The Department developed the Technical Vision and Target Architecture Report
in September 1997. This presents a conceptual framework for EASI’s technical envi-
ronment but is only one component of an overall architecture.

Development of Standard Data Formats and Definitions—In process

A data model is being developed for Project EASI. This will contain standard data
definitions and formats. ED has met with the Postsecondary Education Standards
Council (PESC) to solicit their support in reviewing these standards. Our goal is to
obtain buy-in from the higher education community on EASI's data model.

As additional steps toward data standardization, we are also working on two
projects to pilot EDI technology. These include allowing lenders to submits requests
for interest and special allowance on FFEL loans in an EDI format and allowing
schools to submit Pell Grant origination records in an EDI format.

Student Enrollment Verification—In process

ED continues to work closely with schools, guarantee agencies and enrollment
servicers to ensure that enrollment data is timely and accurate. In cases of schools
not responding to our requests for data, ED has initiated fines as an enforcement
mechanism. If this is not successful, ED will consider limitation, suspension and ter-
mination actions against the school.

Development of a Multi-View Enterprise Architecture—In process

SFA must develop an enterprise architecture that addresses more than just the
technical environment. An enterprise architecture would describe four additional ar-
chitectural views: (1) which organizations perform which pieces of work (this is
called the work view); (2) what information these organizations need to do their
work (the information view); (3) what software applications will be needed to per-
form the work (application view); and (4) the technical standards which will provide
a framework for implementing EASI (technical infrastructure). We have hired an
expert in this field who is working to provide the completed enterprise architecture
by December 1998.

Movement toward an Integrated Data System—In process

In December 1997 Project EASI entered the definition phase of the system devel-
opment life cycle. Specifically this stage involves: (1) defining what the Title 1V de-
livery process will look like in the future; (2) establishing the standards for tech-
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nology and data and (3) establishing a detailed implementation schedule. When cur-
rent tasks for the definition phase are completed in September 1998, development
work on the new system is expected to begin.

Project EASI’s vision of integrating the data processing systems that the Depart-
ment uses has prompted ED to reconsider the student financial assistance pro-
grams’ current contracting structure. Early in 1997, ED identified an alternative
way to structure the Title 1V information technology and support services contracts.
This contracting strategy introduces a functionally driven approach to procuring the
services ED requires for the Title IV programs. Part of this approach is to consoli-
date all of the Title IV systems into a single data center. Through this approach
we will gain economies of scale and reduce costs. This will also set the stage for
a common operating environment that will facilitate system integration. During
February of 1998 we moved the National Student Loan Data System to the new
data center and we plan to move the remaining systems during 1998 and 1999.

PERFORMANCE BASED ORGANIZATION FOR STUDENT AID PROGRAMS

Question. Please share with the committee what steps the Department has taken
to create a “performance-based organization” to administer student aid information,
processing and delivery systems?

Answer. The Department has taken several steps toward creating a performance
based organization (PBO). | believe that the Student Financial Assistance (SFA)
Programs meet many of the criteria identified by the National Partnership to Re-
invent Government (NPRG) and is a good candidate to become a PBO because of
its clear mission, measurable services to external customers and its opportunities
for significant improvement.

Acting Deputy Secretary Mike Smith is leading the overall effort. Our main vehi-
cle for PBO planning is the SFA Action Plan. This tool was developed under Acting
Deputy Assistant Secretary for Student Financial Assistance Diane Rogers’ to guide
the work of SFA, the PBO outreach, design, and transformation process. The De-
partment is working with the SFA Modernization Board, the White House, the
OMB, the Treasury and Congress.

The PBO will be managed by a Chief Operating Officer (COO) with a dem-
onstrated record of effective management. The COO will report to the Secretary and
have a fixed contract and term. The COQ’s compensation will be tied to performance
under an agreement with the Secretary. The COO will have authority to hire senior
managers whose compensation will also be tied to the achievement of PBO perform-
ance goals. The Department’s target is to identify a COO by the end of summer
1998.

Question. Does the Department’'s action to date reflect the legislative proposal
under consideration by the Congress?

Answer. Yes, the Department’s actions are generally consistent with the intent of
the legislative proposals (S. 1182) and (H.R. 6) under consideration.

Question. Do you believe that the Department needs any new statutory authority
to establish such an organization?

Answer. Generally, a PBO can be established without legislation. Legislation may
be required in some instances to provide flexibility under existing statutes or to es-
tablish special reporting or consultation requirements. The Department is starting
discussions now regarding how current authorities might be used to establish the
PBO without legislation. The Department’'s goal is to use this new organizational
tool in ways that are beneficial to students and families, taxpayers, schools, finan-
cial institutions, and employees.

PARTICIPATION OF HISPANIC-SERVING INSTITUTIONS IN TITLE Il

Question. What is the universe of institutions potentially eligible to receive fund-
ing under the Hispanic-serving institutions program authorized by the Part A pro-
gram of Title 111 of the Higher Education Act?

Answer. The Department of Education estimates that about 135 institutions of
higher education are eligible Hispanic-serving institutions (HSI'’s).

Question. To what extent are potentially eligible HSI's participating in the His-
panic-serving institutions program authorized by the Part A program of Title 11l of
the Higher Education Act?

Answer. In 1995, the first and only competition for the HSI program, 90 institu-
tions applied for funding. Of those that applied, 37 institutions received awards.
Therefore, just over 25 percent of potentially eligible HSI's in 1995 participated in
the HSI program.
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DIFFERENCES BETWEEN HISPANIC-SERVING INSTITUTIONS AND HISTORICALLY BLACK
COLLEGES AND INSTITUTIONS

Question. What are the differences in what constitutes an Hispanic-serving insti-
tution (HSI) under Part A of Title 111 and an historically black college or university
(HBCU) under Part B of Title 111?

Answer. There are many differences in what constitutes an HSI and an HBCU
under Title IIl. For the HSI program, eligible institutions must first have a high
enrollment of needy students and low educational and general expenditures. Should
they meet this criteria, then the institution must also have at least 25 percent His-
panic undergraduate full-time equivalent enrollment. Fifty percent of these Hispanic
students must be low-income and first-generation college students and an additional
25 percent of these Hispanic students must be low-income or first-generation. Fur-
ther, the program gives absolute priority in funding to institutions that have a col-
laborative arrangement with a local education agency to reduce the high Hispanic
drop out rate, improve Hispanic rates of academic achievement, or increase the
rates at which Hispanic students enroll in higher education.

Eligibility for the HBCU program requires only that the institution be accredited
and established prior to 1964 with a mission to educate black Americans. There are
no student or financial criteria. In 1996, there were 96 HBCU's eligible under Title
111 statute, all of which receive annual funding.

Question. Have these differences in what constitutes a Hispanic-serving institu-
tion under Title Il Part A and a historically black college and university under
Title 111 Part B lead to any significant or obvious inequities in the administration
of the program?

Answer. These differences do not create any obvious inequities in the administra-
tion of the programs. However, the statutory differences in eligibility between the
HSI's and HBCU's programs do require that they be administered differently.

The HBCU program awards grants to all eligible institutions and the amount of
each award is based on a formula allocation. In contrast, the HSI program is a com-
petitive program—only the best applications are funded, not all eligible institutions.

While both programs grant five year institutional aid awards, the minimum an-
nual award for HBCU's is $500,000 while the maximum annual award for HSI's is
$350,000. In fiscal year 1997, the average award for each HBCU was $1.1 million
while for HSI's the average award was $292,000.

HBCU’'S WITHOUT MAJORITY BLACK ENROLLMENT

Question. How many historically black colleges and universities no longer serve
substantial black student populations, yet still receive assistance under the Title IlI
program?

Answer. Of the institutions that receive assistance under the Title 111, Part B pro-
gram, there are six HBCU's that have less than a 50 percent black student popu-
lation. Of these institutions, four HBCU's have less than 25 percent black student
population.

GOVERNMENT PERFORMANCE AND RESULTS ACT MEASUREMENT

Question. The Government Performance and Results Act of 1993 (GPRA), Public
Law 103-62, requires all Federal agencies to phase in a process that uses perform-
ance measures to set management and budgeting objectives. What is the current sit-
uation at the Department regarding full implementation?

Answer. The Department has identified performance indicators for all the goals
and objectives put forth in our cross-cutting Strategic Plan. Data systems are in
place to collect required information for many of the indicators; and we are modify-
ing existing data systems or developing new data systems for the others.

In addition, each program in the Department now has a performance plan with
objectives and performance indicators. The performance data for some programs are
readily available and of high quality, but for others baseline data are under develop-
ment or improvement is needed to ensure quality. Currently we are working to (1)
align existing data collections including evaluations, statistical surveys, and grantee
performance data systems; (2) establish new data collections as needed; and (3) ver-
ify and validate data by developing standards and quality assurance systems.

GPRA IMPLEMENTATION CHALLENGES

Question. What problems have you encountered in the application of the GPRA
procedures to date?

Answer. Most of the challenges we face in the application of GPRA relate to col-
lecting good performance data. These challenges include:
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—Gaining employee acceptance for taking responsibility to collect and use infor-
mation on performance indicators when they have little or no control over the
results;

—Obtaining uniform performance measures across grantees;

—Ensuring high-quality, timely performance data;

—Improving self-reported information from grantees;

—Developing intermediate performance indicators that provide early warning of
problems; and

—Obtaining valid measures for complex indicators.

The other area with many challenges is how to make the Strategic Plan’s goals
and strategies meaningful to all ED employees. We are working on communication
strategies, changes to employee evaluations, and internal reporting.

Question. What changes if any, do you anticipate making in the coming year to
your strategic goals and performance plans?

Answer. Over the coming year the Department may make minor changes in Stra-
tegic Plan indicators, but we do not foresee making any changes to our Strategic
Plan goals and objectives.

The Annual Performance Plan for the Department’s objectives and programs will
be updated during the fiscal year 2000 budget development process, which begins
this summer. We have a number of improvements already planned for the program
plans in particular, including adding baseline data and setting performance goals
for all the program plans.

GPRA MEASURES IN THE FISCAL YEAR 1999 BUDGET

Question. To what extent has the Department used GPRA measures in developing
the fiscal year 1999 budget request?

Answer. GPRA has provided a framework for performance planning in the Depart-
ment, for developing both long-term and annual goals and objectives, and budget
proposals to support them. The Department built GPRA into its internal budget
process. In preparing their proposals, senior managers were instructed to relate
their request to meeting the Strategic Plan priorities and objectives, to use perform-
ance information to support their request, to gear their proposals to implementing
strategies to achieve their performance goals and objectives, and to identify re-
sources to carry out the strategies in the performance plans including resources
needed to collect and verify performance data.

We have done extensive work on developing performance measures for all of the
Department’s programs and have incorporated performance measures and indicators
into the Congressional Justifications as well as into individual program plans. In
developing the fiscal year 1999 budget request, GPRA helped us to focus in a more
comprehensive way on the expected outcomes of our programs and benefits of future
investments and to consider much more concretely the impact of our programs on
our customers, particularly students.

While the Department has included performance data in its budget requests in
the past, with GPRA we will have data for all programs, the quality of data will
be improved, and the information we receive will focus on results, not just processes.
While we will not have outcome data for every program in every year, we will con-
tinue to collect data as it becomes available. It should be noted that fiscal year 1999
funding would primarily support activities during the 1999-2000 school year. We
will assess the impact of this funding in the next 2 years.

IMPACT OF GPRA ON DEVELOPMENT OF FISCAL YEAR 1999 BUDGET DECISIONS

Question. For which programs have you requested major funding changes, either
increases or decreases, because of the application of the GPRA procedures?

Answer. The Department has long been committed to using performance data to
inform decisions. In developing the fiscal year 1999 budget request, GPRA measures
played a key role in our focusing on certain strategic goals and the resources needed
to accomplish those goals. The following are some examples of fiscal year 1999 pro-
gram budget requests that reflect funding changes that would help enable us to
meet Strategic Plan and Annual Plan performance indicator goals.

—The America Reads program ($260 million) supports Strategic Plan Objective
2.2: Third Grade Reading and is part of the Department’'s comprehensive strat-
egy to increase the percentage of students performing at or above the basic level
in reading on the National Assessment of Education Progress (NAEP).

As reported in the Department's fiscal year 1999 annual plan, our goal is to
increase the percentage of 4th graders reading at basic, proficient, or advanced
levels in reading on NAEP from 60 percent in 1994 to 65 percent in 1998, and
to 68 percent in 2000. In the most recent (1994) National Assessment of Edu-
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cational Progress (NAEP), 60 percent of fourth graders scored at or above the
“basic” level in reading. The NAEP is not administered to third graders, but the
fourth-grade NAEP data capture reasonably well how students are reading at
the end of the third grade.

—Our proposed new Teacher Training in Technology program ($75 million) sup-
ports Annual Plan Objectives 3.1: Training tied to certification and 3.3: Staff
training. A recent report by the National Council of Accreditation for Teacher
Education criticizes the majority of teacher education programs for teaching
computer literacy rather than the application of technology in the classroom.
While the current programs focus on training existing teachers, they are not
well-suited to increasing dramatically the percentage of new teachers prepared
to use technology effectively in their classrooms. This new program will help en-
sure that all new teachers can teach effectively with technology.

—The Pell Grant program supports Strategic Plan Objective 3.2: Postsecondary
students—financial aid and support. Under GPRA, the Department identified
the Pell Grant program’s primary objective as providing continuing access to
postsecondary education for low-income students. Performance indicator data
show that Pell Grants are successful in helping low-income students overcome
financial barriers to postsecondary education and that low-income students who
receive them have much higher participation and graduation rates than low-in-
come students who do not. A key indicator of how well the program is doing
in achieving this goal can be measured by the income distribution of students
who benefit from the program. Our request of $7.594 billion (4 $249 million) for
Pell Grants will benefit students with greatest financial need by targeting more
of them and by increasing the maximum award.

—The Work Study program also supports Strategic Plan Objective 3.2. Studies
show that first-year students who work during the academic year are more like-
ly to complete the academic year, and that work has an increased impact on
students’ academic performance when a job is more closely related to the course
of study. Our request of $900 million for Work-Study (+$70 million) will
achieve the goal of expanding the program to one million students and improve
the level of participation in community service by continuing to waive the 25
percent matching requirement for participating colleges.

—The TRIO programs request (+$53 million) and two new program proposals,
High Hopes for College (College-School Partnerships) ($140 million) and College
Early Awareness Information ($15 million), also support Strategic Plan Objec-
tive 3.2: Postsecondary students—financial aid and support, as well as 3.1: Sec-
ondary students—information and support. Indicator data for postsecondary
education enrollment rates continue to show that there is still a gap in college
attendance rates between high and low-income students. Research demonstrates
that early intervention programs that are sustained for a number of years are
very successful, and that academic services, mentoring, counseling, and tutoring
for students are critical. Both High Hopes and TRIO are designed to provide
needed support services to a large population of disadvantaged students in
order to motivate and prepare these young people for postsecondary education.
High Hopes would operate quite differently from TRIO and would be coordi-
nated with, complement and enhance services received by participating schools
and students under the TRIO programs and other related Federal and non-Fed-
eral programs.

—Research also shows that students, especially low-income students, often do not
aspire to higher education, do not discuss college with their parents, think
about college at an early enough age, or take the proper courses to ensure col-
lege entrance. Many who do manage to attend college are not fully prepared
and require remedial courses. This lack of information and awareness would be
addressed by the College Early Awareness Information program.

CONSULTATION ON DEVELOPMENT OF 1998—2002 STRATEGIC PLAN

Question. The development of GPRA measures requires extensive consultation
with stakeholders and the Congress regarding the development of strategic goals
and performance plans. How extensive an undertaking have these activities been to
date, and to what degree will these activities be continued during the current year?

Answer. The Department consulted extensively with outside interested parties on
the 1998-2002 Strategic Plan, and made changes as a result of those consultations.

The Department met with and received feedback on the Strategic Plan goals, ob-
jectives and indicators from: Staff from Congressional authorizing, appropriations,
budget, and government operations committees; General Accounting Office (GAO);
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Office of Management and Budget (OMB); and The Council for Excellence in Gov-
ernment.

The Department consulted with relevant Federal agencies on our respective stra-
tegic plans, including the Departments of Health and Human Services, Labor; and
Treasury; National Science Foundation; Social Security Administration; and the Of-
fice of National Drug Control Policy.

Consultation on development of program level performance plans

The Results Act only mandates consultation on the Strategic Plan. While the pro-
gram indicator plans are part of our Annual Plan (in Volume 2) and therefore con-
sultation isn't required, in many cases, assistant secretaries and heads of program
offices have discussed the program level performance plans with grantee and stake-
holder groups. For example:

—The assistant secretary for vocational and adult education shared the vocational
and adult education plans with State directors to get feedback and suggestions
for improvement.

—The director for bilingual education and minority languages affairs presented
the draft bilingual education program performance plans to the annual con-
ference of the National Association for Bilingual Education.

—The assistant secretary for postsecondary education has shared and discussed
the set of student financial aid program performance plans at regular meetings
with key stakeholders and had these program plans posted on the Office of
Postsecondary Education web page to make them available to stakeholders and
the general public.

—The director of Indian education programs shared the program’s plan and indi-
cators at the National Indian Education Association conference in November
1997. This is after discussing them with State directors of Indian education in
July 1997.

—Other elementary and secondary education program directors have regularly
presented program indicator plans at meetings with their State and local pro-
gram directors, including State migrant education directors, Eisenhower profes-
sional development program directors, and the Title VI State grant program di-
rectors.

We have found the consultation process to be very helpful in identifying areas of
stakeholder interest, areas for coordination, and ways to improve the quality of our
strategic plan and performance measurement. The Department will continue to
present information on and engage in discussions around the Department's goals
and objectives at conferences for stakeholders like the National Association of Fed-
eral Education Program Administrators. Many of our program managers are now
routinely presenting their plans to key stakeholders and constituent groups as well.
Finally, the fiscal year 1999 Annual Plan (Volume 1 on Strategic Plan objectives
and Volume 2, program performance plans) is being placed on ED’s website—the
Strategic Plan is already there. We will continue to seek and respond to inquiries
and suggestions.

COST TO COMPLY WITH GPRA

Question. What have been the administrative costs for the Department necessary
to comply with the GPRA requirements?

Answer. The Department views GPRA requirements as key elements of good man-
agement practice and not separate from other administrative costs. We are striving
to have all levels of the agency fully performance-driven. Managers at all levels
have participated in activities that support GPRA/good management practices, in-
cluding developing strategic and annual plans; revising or developing data collection
systems; and assuring data quality. Specifically:

Developing strategic and annual plans.—Senior leadership in the Department was
involved in developing the four goals and twenty-two objectives set forth in our stra-
tegic plan. Program managers were heavily involved in developing performance
plans for the Department’s programs. Some of these program performance plans
were updated versions of existing performance plans, but for other program man-
agers this was the first time they had developed program performance plans.

Revising or developing data collection systems.—Effectively reporting the Depart-
ment’'s performance in achieving its Strategic Plan goals and objectives requires de-
veloping some new data systems and fixing old ones. Existing data systems need
to be strengthened to ensure the Department receives high quality and timely data
on its programs and their effects. Our efforts include:

—Reviewing existing data collections, administrative record sharing, question-

naires, etc. to align with performance indicators; and
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—Develop new collections. The new systems will seek to redirect data collections
toward gathering performance information of the accomplishment of Depart-
ment-wide and program goals.

An example of a new collection is the planned survey to determine the per-
centage of teachers and principals across the Nation who are rated as very ef-
fective. This survey would establish the baseline and be the sole source of data
for this indicator (indicator 25, objective 1.4).

Assuring data quality.—To ensure the quality of performance indicator data, the
Department is following a four-part improvement strategy.

—Develop Department-wide standards for performance indicator measurements.

—Develop employee training in the application of the data standards for perform-
ance measurement.

—Monitor data quality.

—Have managers attest to the reliability and validity of their performance meas-
ures or submit plans for data improvement.

Over the next year the Department will be strengthening its two major data per-
formance indicator systems, one for the elementary and secondary education and a
second for student aid. In addition, the Department plans on extending its inde-
pendent evaluations to include management evaluations.

FULL-TIME EQUIVALENT STAFF NEEDED TO CONDUCT GPRA ACTIVITIES

Question. Do you have an estimate of the full-time equivalent staff needed to con-
duct GPRA activities?

Answer. The Department views GPRA requirements as key elements of good man-
agement practice and does not have an estimate of the full-time equivalent (FTE)
associated with GPRA activities. The core offices responsible for coordinating imple-
mentation are the Office of the Under Secretary (OUS) and the Office of Manage-
ment (OM). However, managers and senior staff throughout the agency participate
in at least some GPRA activities. As we move toward being a performance-driven
agency, we fully expect all employees to be focused on performance and using per-
formance information. Developing strategic plans, whether at the agency or office/
program level, should be a standard management function for managers, not an
add-on done only to comply with legislation.

Question. What administrative activities, if any, have been curtailed or eliminated
to undertake GPRA?

Answer. GPRA and the Department's Strategic Plan have provided the Depart-
ment with a framework and a focus for its activities. It has required additional ef-
fort on the part of staff, but we are not aware of any activities that have been cur-
tailed or eliminated during our implementation of GPRA.

SUBCOMMITTEE RECESS

Senator SPECTER. The subcommittee will stand in recess to re-
convene at 2 p.m., Tuesday, March 10 in room SD-192. At that
time we will hear testimony from the Secretary of Health and
Human Services, Hon. Donna Shalala, and from Hon. Nancy Ann
DeParle, Administrator, Health Care Financing Administration.

We are going to proceed now to panel 2, but I would like you to
stay for just a moment, Mr. Secretary.

[Whereupon, at 3:25 p.m., Thursday, March 5, the subcommittee
was recessed, to reconvene at 2 p.m., Tuesday, March 10.]
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OPENING REMARKS OF SENATOR SPECTER

Senator SPeECTER. Good afternoon, ladies and gentlemen. The
hour of 2 o'clock has arrived.

Senator Gorton and | were talking on the subway on the way
over, after we left our caucus a little early, that we wanted to be
on time. We have the distinguished Secretary of Health and
Human Services.

Today the Subcommittee on Labor, Health and Human Services,
and Education continues our hearings. The Department of Health
and Human Services has become even more important than its
former lofty position of importance as health care has emerged as
an issue which is second to none in controversy and importance in
America. Health spending constitutes about $1 trillion, or one-sev-
enth of our gross national product. Enormous changes have oc-
curred in the health care field, since the President’s plan came for-
ward in 1993, and while not accepted, it stimulated enormous de-
bate and there have been enormous changes in health care deliv-
ery. This Department is at the center of all of these changes.

One of the concerns which our subcommittee and the entire Con-
gress has is where we find the funding for the President’s pro-
grams. And there is a gap of $1.9 billion, as the chart to my right

(59)
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shows, which comes from user fees which are not yet authorized
and from projected settlements which are highly, highly speculative
at this time.

PREPARED STATEMENT

The Senators are still in their caucuses. Most of my colleagues
are still in their caucuses. And | expect we will have very substan-
tial representation before the hearing is over. And there are quite
a number of topics which we will need to cover in the dialog, the
Q&A. So | am going to put my full statement in the record and ask
you at this time to proceed Secretary Shalala.

[The statement follows:]

PREPARED STATEMENT OF SENATOR ARLEN SPECTER

Today we will continue the fiscal year 1999 hearings of the Subcommittee on
Labor, Health and Human Services and Education. This afternoon, we are delighted
to have before the subcommittee the distinguished Secretary of Health and Human
Services, the Honorable Donna Shalala, and welcome her once again to our hearing.

Madam Secretary, your department is charged with a formidable task: overseeing
over $380 billion in entitlement and discretionary programs that Congress appro-
priates to your department for meeting the health and human service needs of the
nation.

You can see from the chart to my right the difficulty facing this subcommittee by
the President’s assumption that savings will be realized through enactment of user
fees or new taxes.

. In fiscal year 1997, discretionary spending for this subcommittee totaled $74.7 bil-
ion.

In fiscal year 1998, discretionary spending increased to a total of $80.4 billion.

For fiscal year 1999, the President has requested $84.5 billion, but $1.9 billion
of this amount would be financed by new user fees and assumed receipts from to-
bacco legislation.

Madam Secretary, the administration’s budget request has put us in a real spot,
basically $1.9 billion in the hole, and | fully expect that you will work closely with
this committee as we try to resolve this dilemma.

We will be taking a careful look at your budget recommendations, with their im-
plications for the future health and well-being of our citizens.

One of the top priorities will be expanding biomedical research. A fair target is
to double NIH’'s budget over five years. Last year we made good progress toward
that goal and I, along with Senator Harkin, will again work this year to improve
that record.

Following Secretary Shalala’s panel, we will have a second panel with the Admin-
istrator of HCFA that will discuss important issues regarding physician reimburse-
ment policies under medicare.

We face difficult tradeoffs in the coming months, Madam Secretary. | look forward
to working with you to craft an appropriations bill that maintains the commitment
to fiscal restraint while preserving funding for high priority programs like NIH.

I will now turn to Senator Harkin for any comments or opening statements that
he may wish to make.

SUMMARY STATEMENT OF HON. DONNA SHALALA

Secretary SHALALA. Thank you, Mr. Chairman. | am pleased to
be here.

I have a few words at the beginning of my testimony, in tribute
to Senator Bumpers, but | think I will wait for his appearance here
before I make my statement.

Senator SpecTer. Well, | think anything good about Senator
Bumpers ought to be said behind his back. [Laughter.]

Of course.

Secretary SHALALA. Mr. Chairman, | am pleased to appear before
you today to discuss the President’s fiscal year 1999 budget for the
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Department of Health and Human Services. Last year we spoke at
great length about the need to balance the budget. The President’s
1999 budget achieves that goal, thanks to extensive cooperation be-
tween the Congress and the administration last year. We proved
that by working together, working out innovative solutions, and
working every dollar harder, we can guarantee a better fiscal fu-
ture.

And the President’s new budget for the Department of Health
and Human Services provides that, with fiscal discipline, we can
address the needs of America’s families in the context of a balanced
budget. Let me just touch on the highlights, beginning with our
three new initiatives.

Last month, the President announced the 21st century research
fund, to launch a new era of path-breaking scientific inquiry. HHS
will play the largest role, with new resources for our constellation
of stellar research agencies: the Centers for Disease Control and
Prevention, the Agency for Health Care Policy and Research, and
the National Institutes of Health. Indeed, the NIH will receive its
single largest budget increase in its history, $1.1 billion, next year,
a down payment on an historic 5-year, 50 percent expansion.

The new resources will allow NIH, CDC, and AHCPR to attack
our most defiant diseases in a coordinated, integrated way, and to
speed research results from labs into clinics and hospitals. We also
propose giving every Medicare patient the chance to participate in
a cancer clinical trial, so each can benefit and perhaps benefit oth-
ers.

The second new initiative in this budget is the President’s child
care initiative. In millions of families, both parents must work to
support their children. In millions of other families, single parents
work doubly hard to support their children. The President’s child
care initiative will help families find and afford the quality child
care they need. It includes $24 billion over 5 years in block grants
to States, tax credits for families, tax incentives to businesses, and
resources to help States enforce child care quality standards.

This budget also advances the President’s commitment to bring
1 million children into Head Start by the year 2000, and more in-
fants and toddlers into early Head Start.

The third new initiative in this budget is the Medicare buy-in
plan. It answers the question troubling millions of aging Ameri-
cans: What if 1 lose my health coverage before | am 65? The buy-
in plan would allow those age 55 and over to breathe a little easier.

In addition to these new initiatives, this budget advances the
fight against our most pressing public health challenges, request-
ing $165 million new dollars for Ryan White treatment activities
for HIV and AIDS, $200 million new dollars for the substance
abuse performance partnership block grant to help States and com-
munications strengthen their control and treatment efforts, and
$200 million new dollars to fight tobacco’'s impact on public health
and to keep it out of children’s hands.

Mr. Chairman, this budget also focuses new attention and re-
sources on the challenge of ensuring the safety of our food. Each
year, millions of Americans get sick from food-borne diseases. Some
die. I have heard a great deal about the food safety challenge yes-
terday, when | attended the CDC's International Conference on In-
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fectious Diseases in Atlanta. The problems are new and varied.
There are new food-borne microbes. Americans are eating more
food prepared outside the home. And, ironically, healthier diets
often mean Americans are eating more imported fruits and vegeta-
bles that need careful washing or preparation.

This budget will help protect Americans from food-borne ill-
nesses, with a $55 million increase in food safety efforts by both
the FDA and the CDC. This increase will expand our new national
early-warning surveillance system for monitoring, detecting, and
stopping outbreaks of food-borne illnesses. It will also further im-
prove seafood inspections and boost the President’s initiative to en-
sure the safety of imported produce.

Mr. Chairman, let me also take this opportunity to voice the
President’'s strong desire to work with the Congress to protect our
children from tobacco. To do that, we must have comprehensive,
not piecemeal, tobacco control legislation that includes the Presi-
dent’s five principles, including a very large price increase.

As we advance our public health promises, the President’s budget
for the first time addresses the serious inequities in health services
and health status for minorities. This budget includes $80 million
to address several areas of disparity: diabetes, infant mortality,
breast and cervical cancer, heart disease and stroke, HIV/AIDS,
and child and adult immunization. We must correct these dispari-
ties so that all Americans have equal opportunities for healthy fu-
tures.

Finally, Mr. Chairman, | am proud of how this budget makes
every dollar work harder. First, there is no better investment than
busting fraud. Last year, our inspector general’'s crackdown on
Medicare fraud returned almost $1 billion to the Medicare trust
fund. Our new budget includes another $138 million to fight fraud.
Moreover, we are offering new fraud-busting legislation that would
return another $2.4 billion to Medicare.

In addition to fraud busting, we are proposing $264.5 million in
new user fees. Not only are these user fees smart Government,
they are also crucial for HCFA to meet its obligations under the
balanced budget agreement, and the Health Insurance Portability
and Accountability Act. Speaking of smart Government, we sent
you our first GPRA annual performance plans, which we developed
in collaboration with Congress, States, local and tribal govern-
ments, as well as private partners. To us, GPRA is more than an
acronym. It is a way to ensure that the line items in our budget
truly bring America’s promise to all Americans.

PREPARED STATEMENT

Mr. Chairman, Senator Kohl, | believe this is a historic budget
for HHS which launches a new era for health and social policy at
the Department. It proves that with innovation and discipline, we
can take strong steps for family and fiscal health and well-being.
We have accomplished a lot together. | would be happy to address
any questions you may have.

[The statement follows:]
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PREPARED STATEMENT OF HON. DONNA E. SHALALA

Good afternoon, Chairman Specter, Senator Harkin, and members of the Sub-
committee. | am pleased to appear before you today to discuss the President’s fiscal
year 1999 budget for the Department of Health and Human Services.

BALANCING THE BUDGET

Last year we spoke at great length about the need to balance the budget. I am
pleased to inform you that the President’s 1999 budget achieves that goal. But we
were able to meet this challenge only because of the extensive cooperation between
the Congress and the Administration last year. We proved that by working together,
seeking innovative solutions, and squeezing every dollar from our budget, we can
put our fiscal house in order. Emerson once said that “success is leaving the world
a bit better than you found it.” We have left the budget much better than we found
it and in doing so we have provided our children with a path to a better fiscal fu-
ture. This budget proves that we can take on new initiatives in the context of a bal-
anced budget—if we are innovative and disciplined. | am very proud of our collective
accomplishment, and I'm sure each of you shares my pride.

Because of our success in achieving a balanced budget, we can now turn renewed
attention to the pressing problems of tomorrow: strengthening the public health and
human services, continuing strong fiscal management and preparing for the 21st
Century.

PREPARING FOR THE 21ST CENTURY

This is the last budget we will prepare for this millennium, and it sets forth the
priorities for the next century, ranging from major increases in health research to
promising child care for a million additional children to ending the scourge of youth
tobacco use.

The 21st century research fund

The President announced the 21st Century Research Fund to launch a new era
of path-breaking scientific inquiry. HHS will play the largest role, with new re-
sources for our constellation of stellar research agencies—including the National In-
stitutes of Health (NIH), the Centers for Disease Control and Prevention (CDC), and
the Agency for Health Care Policy and Research.

First, the 21st Century Research Fund provides the resources necessary to combat
cancer, heart disease, diabetes, AIDS, Alzheimer's, cancer, Parkinson’s, Hepatitis C
and other diseases. The President's budget includes an additional $1.2 billion in-
crease to put us on a path to double our investment in medical knowledge, bridge
the gap between scientific knowledge and health care delivery and prevent the
spread of disease. By increasing by nearly 50 percent over five years our nation’s
commitment to NIH at the same time that we increase our commitment to CDC and
AHCPR, this fund provides the resources necessary to achieve a better integrated
system of health research.

We believe that a coordinated system of health research is the best way to achieve
significant results in battling complicated diseases. We must continue to coordinate
the efforts of NIH, CDC and AHCPR to attack these serious health threats.

To make our investment worthwhile, we must move our research from the labora-
tories into the clinics and hospitals. To illustrate this point, consider diabetes. Un-
treated diabetes is the sixth leading cause of death from disease and the leading
cause of adult blindness, kidney failure and non-traumatic amputations. It also is
a risk factor for stroke and heart attack. It is estimated that thirty-three percent
of people with diabetes—over 8 million people—have gone undiagnosed. The inci-
dence of diabetes is growing in the American population. Medical research alone will
not cure this problem. In order to attack diabetes, we need the coordinated efforts
of NIH, CDC, and AHCPR.

NIH focuses basic research on the causes of diabetes, including the genetic ones,
and researches possible new avenues for treatment. Yet, NIH cannot alleviate diabe-
tes alone. We need CDC's efforts in identifying those with diabetes and persuading
them to seek treatment and to educate physicians on how to better detect this dis-
ease. We also need AHCPR's research which focuses on finding the most economic
and least intrusive methods to screen individuals for diabetes. Without the essential
research of NIH and the prevention services of CDC and AHCPR we will not likely
reduce the serious threat that diabetes poses to our society.

The 21st Century Research Fund solidifies the foundation for a coordinated bio-
medical research system, providing $25 million for CDC's prevention research pro-
grams, increasing AHCPR’s funding by $25 million in fiscal year 1999 alone, and
setting the course to increase NIH funding by nearly half by 2003.
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Cancer research and clinical trials

Cancer has been one of the cruelest killers of this generation. The President's
budget moves dramatically on this front. The NIH budget, for example, pays special
attention to cancer research, increasing funding across NIH by 10 percent in 1999
and 65 percent by 2003. The President also seeks $750 million for a three year dem-
onstration to enable Medicare patients to participate in cancer clinical trials. Medi-
care patients represent 50 percent of all cancer patients and are ten times more
likely to get cancer. It is therefore appropriate to undertake this demonstration for
those eligible for Medicare. This demonstration is fully financed by revenues which
would result from passage of tobacco legislation.

Vice President Gore has lead the Administration’s effort to step up our fight
against cancer, and | am personally grateful for his tireless efforts to achieve these
historic increases for cancer research.

Child care

We live in changing times. Families are not the same as they were 30 years ago,
the last time we balanced the budget. In millions of American families, both parents
must work to support their children, and in millions of other families, single parents
work doubly hard to support their children. Building on the Earned Income Tax
Credit, the Child Tax Credit, the Family and Medical Leave Act, minimum wage
increases and the new child health insurance program, the President’'s Child Care
Initiative is another critical step in this Administration’'s commitment to our na-
tion’s families.

Our fiscal year 1999 budget proposes new child care investments that will support
parents’ choices, so that they will be able to find and afford quality child care for
their children while they work. It will answer their most troubling questions about
child care: Can | get it? Can | afford it? And can | trust it for my children’s safety
and development?

At the center of the President’s Child Care Initiative is our proposal to expand
the Child Care and Development Block Grant by $7.5 billion over five years (an in-
crease of $1.2 billion in fiscal year 1999). This will provide funds to the states to
serve over 2 million children by 2003.

The budget also grants tax credits to 3 million working families for child care and
tax incentives for businesses that provide child care for their workers. Moreover,
this budget includes $3 billion over five years to improve the quality of child care
by providing challenge grants distributed by states to communities to improve early
childhood education and the quality and safety of child care for children under five
years old. In addition, the budget includes $250 million for investing in the edu-
cation of child care workers and $500 million to help states enforce child care stand-
ards, and $150 million for research and consumer education.

Head Start

One of the President’'s top priorities has been and continues to be investing in
Head Start. The President’s budget contains $3.8 billion over five years. Because
early investment in children gives them the best chance of continued success, by the
year 2002 we will serve one million children in Head Start, including doubling to
80,000 the number of children 0-3 served by the Early Head Start Program.

Medicare buy-in

Our Medicare buy-in program provides solutions to one of the most troubling
problems our aging population faces: what happens if | lose my health coverage be-
fore I'm 65? The President’s budget allows individuals aged 55 and over without ac-
cess to health insurance to breathe a little easier. The budget proposes a three-
pronged solution. First, it enables Americans ages 62 to 65 to buy into Medicare,
through a premium designed so that the policy is self-financing. It also provides dis-
placed workers who are ages 55 to 61 with an option to purchase Medicare. Finally,
the President’s proposal gives individuals who retired early and whose companies
have reneged on their health benefits the option to buy into their former employers’
health care.

PUBLIC HEALTH CHALLENGES OF THE 21ST CENTURY

Public Health services affect every single American every day of their life. From
AIDS prevention and treatment to tobacco control for our youth, our fiscal year 1999
budget builds on and expands our commitment to programs that will make all
Americans more health conscious and protect them from traditional and emerging
threats to our public health.
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Ryan White

We have seen significant progress in the fight against HIV and AIDS. In the first
half of 1997, AIDS deaths decreased by 44 percent. Nonetheless, more progress
must be achieved. In 1997, the Department of Health and Human Services and the
Henry K. Kaiser Family Foundation issued new guidelines for standardizing and
improving the quality of care for HIV-infected persons. The quest to ensure access
to new methods of treatment must continue. The President’s budget addresses this
issue and provides $1.3 billion, an increase of $165 million, for Ryan White treat-
ment activities. The AIDS Drug Assistance Program (ADAP) will receive $100 mil-
lion of this increase for helping individuals gain access to combination drug thera-
pies consistent with the new guidelines.

Food Safety and Emerging Infectious Diseases

The President’s budget includes an additional $25 million for a combined effort
by CDC to develop and expand national early warning systems for unsafe food and
emerging infectious diseases. We must make certain that food-borne diseases don’t
affect our families. Similarly, we need to closely monitor infectious diseases. Our
budget develops an effective national surveillance network and expands the geo-
graphic coverage of this early warning network to 30 states. The food safety initia-
tive improves the quality and scope of food-borne disease surveillance in eight
FoodNet sites, links the federal and state health laboratories with computer tech-
nology that will enhance data sharing, and provides training to detect food-borne
diseases in exports from foreign countries, including Mexico and some Latin Amer-
ican countries. In addition, FDA is seeking $50 million to complement efforts in food
safety.

Racial disparities

We have already talked of the serious threat diabetes poses to Americans. Yet,
there is another disturbing statistic associated with diabetes. Between 1980 and
1994, the number of African-Americans with diabetes rose 33 percent, 3 times the
rate of increase for all other Americans. Native Americans also suffer from diabetes
at extremely high rates. If we are to ensure a better future, we must find the an-
swers to this disparity and correct this problem and the many other racial health
disparities that exist. The President's budget includes $400 million over five years
as part of a broader initiative to find new targeted means of reducing the health
disparities that persist among minorities. This money is intended to target health
outcomes in six areas where minorities experience serious inequalities in health
services and health status. These include: infant mortality, breast and cervical can-
cer, heart disease and stroke, diabetes, HIV/AIDS, and child and adult immuniza-
tion. This effort will be Department-wide and will be coordinated by the Centers for
Disease Control and Prevention and will be supplemented by a host of non-budget
activities that involve the community and experts in this area to help solve this ur-
gent problem.

Substance abuse

We must continue our efforts at all levels of government and in the private sector
to eliminate substance abuse. Consequently, the President’s fiscal year 1999 budget
provides an additional $200 million in funds for the Substance Abuse Performance
Partnership Block Grant. A total of $1.5 billion will enable states and local commu-
nities to enhance their treatment capacity and continue efforts to control and treat
substance abuse. We also are concentrating our research efforts in the biological
basis of addiction, enhancing prevention techniques, and assessing prevention inter-
vention approaches. With a coordinated effort, we can end this destructive plague.

Tobacco

Our budget request reflects the strong commitment of this Administration and all
Americans to ending the tragic and destructive use of tobacco products by children
and teenagers. We also are committed to finding the most effective methods for
adults who want to quit the addiction that tobacco use creates. For example, CDC
and FDA tobacco education and control programs will receive $200 million from the
President’'s budget proposal. CDC will direct a total of $51 million to fund state-
based prevention and control activities, including: training and programmatic sup-
port for school-based smoking cessation programs; national surveillance activities;
state prevention and control plans to protect nonsmokers from exposure to environ-
mental smoke; and state programs to address oral cancer.

The President has made clear his strong desire to work with the Congress to pro-
tect our children from the disease and death caused by tobacco use. To do that, we
must have comprehensive legislation. Five key elements must be included in such
legislation: (1) a significant price increase to reduce teen smoking, including tough
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penalties if targets are not met; (2) full authority for FDA to regulate tobacco prod-
ucts; (3) changes in the way the tobacco industry does business; (4) progress toward
other public health goals; and (5) protection for tobacco farmers and their commu-
nities. The President has called for tobacco legislation that will raise the price of
cigarettes by up to $1.50 per pack over ten years and curtail tobacco use among
youth. We estimate that the President’s budget proposal, coupled with sales and ad-
vertising restrictions, would reduce underage tobacco use by 39 percent to 46 per-
cent in 2003 and spare almost one million of today's young people from the pre-
mature deaths related to tobacco use.

INNOVATIVE PROGRAM AND FISCAL MANAGEMENT

In describing our budget, we must not forget that this committee played a major
role in achieving balanced budget savings. It is important to note that our Depart-
ment played a significant role, as well, in balancing the budget and will contribute
$150 billion over the next five years in Medicare and Medicaid savings. After all,
at HHS, we believe in responsible, innovative management. In this budget, we have
developed innovative solutions to squeeze every ounce of productivity from our tax-
payer dollars. We also intend to add additional non-federal resources to meet our
program obligations in the years ahead. We need your support for new legislation
on many of these proposals. We will work closely with the Congress and this sub-
committee to enact this necessary legislation.

Fraud-busting

While | have just mentioned future management efforts, | would like to mention
briefly one of our most recent success stories. It's no secret—it's called fraud-bust-
ing. In 1997 alone, thanks to the outstanding efforts of the Office of the Inspector
General, we returned almost $1 billion to the Medicare Trust Fund in our aggres-
sive pursuit of those organizations and individuals who steal from the Medicare sys-
tem. When you steal from the Medicare system, you steal from our most vulnerable
citizens and we will not tolerate it. New HCFA legislation that we are offering will
return an additional $2.4 billion in savings to the Medicare system. We also are pro-
posing a new audit user fee within the Medicare Integrity Program (MIP) that will
allow us to double our audit and medical review spending.

The Administration on Aging (AoA), with its vast network of state and area agen-
cies on aging and community-based services, is another partner in the long-term
federal effort to fight and prevent fraud and abuse in the Medicare and Medicaid
programs. AoA uses the funds allocated under the Health Insurance Portability and
Accountability Act (HIPAA) to train and educate both paid and volunteer staff in
the aging network. The results are in—fraud-busting is a smart investment.

User fees

With the passage of Balanced Budget Act (BBA) and HIPAA, the Health Care Fi-
nancing Administration (HCFA) has acquired substantial new responsibilities. With-
out adequate resources these responsibilities simply cannot be accomplished. Given
the tight limitations of the BBA, we have sought out alternative fiscal resources.
We have proposed $264.5 million in new user fees for services that we furnish our
nation’s health care providers. | ask the Congress to enact these essential user fees.
Our proposed user fees provide for more efficient administration of the Medicare
program while allowing greater control against fraud, waste and abuse. Without
such fees, HCFA's ability to implement the BBA and HIPAA requirements would
be hindered. Our total program level, including user fees, would allow us to imple-
ment the new legislative requirements and help ensure millennium compliance of
internal and external computer systems.

Government Performance and Results Act (GPRA)

The budget we have presented highlights the incremental changes that HHS is
proposing through its programs. Along with the fiscal year 1999 budget, we also
sent to you our first GPRA annual performance plans. These plans focus on the De-
partment's stewardship of all of the resources entrusted to HHS. Our performance
plans have been developed in partnership with the states, local and tribal govern-
ments, and non-governmental partners who use these resources efficiently.

For example, to help improve health outcomes for individuals in need, particularly
children, we have set a performance goal for community health centers to serve an
additional 150,000 uninsured and under-served persons in fiscal year 1999.

Similarly, we plan in fiscal year 1999 to increase to 59 percent the proportion of
Medicare beneficiaries age 65 and older who will have received a screening mammo-
gram in a 2-year period. As you know, a mammogram is a safe, effective means of
detecting breast cancer at an early and treatable stage. This common-sense goal will
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lead to improved health outcomes for Medicare beneficiaries and avoid the financing
of unnecessary, high-cost medical services.

These are brief illustrations of the results that HHS and its partners want to
achieve through all of our programs, but they are representative of the goals pre-
sented throughout our performance plans for fiscal year 1999. In the coming years,
we believe that the focus on results that is fostered by GPRA will enable us to im-
prove our ability to match the most effective forms of service delivery with popu-
lations that have the greatest need. GPRA will be an ongoing process. It is neither
a quick management fix nor a vague management plan. It can and will work to im-
prove our programs as long as there is a clear and continuing cooperation between
the executive and legislative branches on the means to improve programs once the
GPRA results are in.

We have proposed our blueprint for the next millennium and | believe it is an
excellent drawing.

CONCLUSION

Mr. Chairman, we share many common goals in this budget. Most importantly,
our concern for a balanced budget continues. We share the common goal of the best
health research program ever. We want to end the tragedy of underage tobacco use.
We want to expand safe, affordable, high quality child care to another million chil-
dren. We want to sustain our commitment to Head Start. We want to improve food
safety and curb emerging infectious diseases. And, we most assuredly want to main-
tain a vigorous attack on health care fraud.

Chairman Specter, Senator Harkin and members of the subcommittee: | want to
join you in meeting the health and human resource challenges before us in this
budget. We have much to accomplish together. | would be happy to address any
guestions you may have.

TRIBUTE TO SENATOR BUMPERS

Secretary SHALALA. Mr. Chairman, with your permission, rather
than speaking behind his back, I would like to make a few com-
ments about a departing Senator.

Senator SPECTER. We would be delighted to hear your comments
as to our distinguished colleague, Senator Bumpers.

Senator BumpPERS. You have the rest of the afternoon, Madam
Secretary. [Laughter.]

Senator SPECTER. Madam Secretary, he is right to cite the tim-
ing. | think you have about 40 seconds left. [Laughter.]

Secretary SHALALA. Mr. Chairman, before | begin to answer
questions, | would like to pay tribute to a beloved and highly re-
spected member of this subcommittee, a man who the National
Journal has called a “Senator to whom other Senators pay atten-
tion,” Senator Dale Bumpers of Arkansas.

I am fortunate to count Senator Bumpers as my friend and a
true supporter of Government’s role to help those who need help:
our children, our seniors, and the disabled. Senator Bumpers and
his wife, Betty, have vividly demonstrated over so many years de-
votion, to child immunization. He recently stood up for David
Satcher in his nomination to be Surgeon General. When | look
across the span of Senator Bumpers' quarter century of public serv-
ice, I am reminded of the words of the poet Maya Angelou, who
grew up in Arkansas: “If you are for the right things,” she said,
“then you could do it without thinking.”

Senator Bumpers has always been among the most thoughtful
Members of the Senate. Doing the right thing clearly has been sec-
ond nature to him. Last fall, in paying tribute to the Little Rock
Nine, Senator Bumpers said: “Sometimes we worry that there are
no heroes in our country today, no one for our children to look up
to, no one to inspire us to be our best selves.” Well, when we see



68

Senator Bumpers, we know there are heroes in our country today,
leaders to inspire our children, all of us, and our better selves.
Thank you, Senator Bumpers, from all of us.

Senator BumPERS. Donna, thank you very much.

Thank you, Mr. Chairman.

TWO HCFA CONCERNS

Senator SPECTER. Madam Secretary, there are a great many sub-
jects that I want to take up with you today—the gap in funding
which we have to find an answer to—but perhaps the most impor-
tant issue which faces this subcommittee, perhaps the country, on
the question of health care is the destruction of the doctor-patient
relationship. And that is something which has been emphasized by
the President. I know it has been something you have articulated.
It is something that is obviously extraordinarily fundamental in
our society. And it is rock bed on health care.

But we see disintegration of that relationship, as there are so
many intervenors, people between the doctor and the patient. That
has come up with the gag rule, where we had hearings on Novem-
ber 13, 1996, and finally got some HCFA changes. It came up as
we legislated on drive-by deliveries, where the Congress got into
the business of micromanaging medical decisions. Legislation is
pending on drive-by mastectomies. There is a capitation issue,
where doctors are motivated to not refer to specialists. And one
item of great importance that I had written to you about on two
occasions.

On November 25, | wrote to you about the issue of EPO. | got
back what | consider to be a pretty perfunctory letter from Admin-
istrator Nancy-Ann Min DeParle. She will be before us later today.
And then | wrote to you with some great specification about that
issue earlier this month. 1 had called you last week about it. And
I know you returned the call a little before 1 o’clock today; we were
in our conference.

But in Administrator DeParle’s letter, she said that in Septem-
ber, based on concerns about evidence that such physician justifica-
tions were being routinely submitted, resulting in overutilization of
EPO, we decided to eliminate this exception from our coverage pol-
icy. Today | received a letter dated March 9, yesterday, from Chair-
man Archer, of Ways and Means; and chairman of the subcommit-
tee, Thomas; and the ranking member, Peter Stark, raising the
same issue about the drug EPO with the Health Care Financing
Administration.

And | have two points that I would like your responses on the
specifics here, that there is an urgent necessity to have a broader
use of this drug and, second, the disregard of physician justifica-
tions.

Secretary SHALALA. Let me answer both parts of your question.
We share Congress’' concern about interference in physicians’ judg-
ment in evidence-based health care, which is where we want the
health care system to go. In the President’s support of the con-
sumer bill of rights proposed by the Commission that | chair are
a set of rules for which we hope there will be bipartisan support.
They make orderly access to physicians, access to information peo-
ple need in their health care system, help people understand what
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their appeal rights are, and ensure that people have access to
emergency rooms when they are needed.

On the specific question of the provision of Epogen [EPO] to dial-
ysis patients, we are going to revise the EPO policy as of April 1.
I am sorry that we did not connect earlier on the phone, but let
me announce it here to you. Under the revised policy, with which
I think that those who have raised an issue about this policy will
be pleased, we will replace the current full denial for exceeding the
thresholds with a partial denial. I can go into that in some detail
or provide it for the record.

REDUCTION IN EPO DOSAGE

We agree that the revised policy needs to create incentives for a
gradual reduction in EPO dosage if the patient is above the target
range, consistent with the appropriate medical practice and FDA
recommendations. And | think that this revision, as of April 1, will
satisfy the concerns that you, other Members of Congress, and
members of the medical community have raised to me.

Senator SpecTER. Well, | think this is important enough to take
it up in some detail. The level for reimbursement was changed
from a single monthly fixed limit to a rolling average over a 3-
month period of 36.5 percent. And that percentage was viewed by
the physicians as being too low because of the hematocrit varia-
bility of each patient. The nephrologists have made generalized
complaints from all over the country that the 36.5-percent level
needs to be raised for the natural fluctuation of the patient's hem-
atocrit.

The technical information that has been provided to me requires
that there be a number of changes. First, to reinstate the medical
justification, to allow for physician discretion for selected patients,
as needed, raising the hematocrit to at least 37.5, and replacing
HCFA's current practice of total reimbursement denial with a par-
tial denial. And my question to you specifically is, are all three of
those items addressed on the change of policy as of April 1?

Secretary SHALALA. | believe they are. Nancy-Ann Min DeParle
can answer that in more detail when she testifies after me. But if
you would like me to march through what we are going to do, |
would be happy to do that.

Senator SpecTER. What | would like you to do is to respond to
these three elements which have been raised to me.

Secretary SHALALA. OK.

Senator SPECTER. Is Ms. DeParle here? Let her come join us now.
And let us resolve this issue.

Secretary SHALALA. She comes at 3 o’clock. But we could do it at
the end of this session, and we can call her and ask her to come
up right now, if you would like that.

Senator SPECTER. OK. Let us do that.

Secretary SHALALA. And if we could have the three questions,
then we will answer them on the record for you before the hearing
is completed.

Senator SpecTER. OK, we will await her arrival.

But before she comes, why April 1? Why not March 10 or March
1?
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Secretary SHALALA. Well, it is going to take us a few months to
modify our computer systems. And we are making the policy effec-
tive for services provided on or after April 1. I think this is prob-
ably a notification question, and we will check with Ms. DeParle,
again, on that question.

Senator SpecTer. Will you have somebody check that out? You
say probably a notification question, maybe yes, maybe no?

Secretary SHALALA. It may be a notification question, but let me
ask the question so | can give you an accurate answer.

Senator SPECTER. Let us find out about that. And let us find out
about the computerization. Because a lot of people are suffering
every day, from the avalanche of complaints which | have heard.

Secretary SHaLALA. Well, we will make payment adjustments
retrospective to April 1. So while it takes a few months to modify
the computer systems to reflect the new policy, the policy will be
effective for services provided on or after April 1. We will make
payment adjustments retrospective to that date.

Senator SPECTER. That is 21 days away.

Secretary SHALALA. That is right.

Senator SPecCTER. | would like to have it today.

Secretary SHALALA. Let me have the Administrator answer that
question.

Senator SpecTer. Well, let us see if we can find a way to do it
effective today.

Senator Kohl.

FEDERAL AFTER-SCHOOL PROGRAM

Senator KoHL. Thank you very much, Senator Specter.

And, Madam Secretary, it is good to see you. And we appreciate
your coming down to talk to us.

Secretary Shalala, one part of the President’'s budget that | am
interested in is a demonstration project run by the Education,
Health and Human Services, and Justice Departments that would
coordinate Federal after-school programs. | understand that this
initiative is to designate three to five pilot cities, and show how
they can coordinate all the various government programs that
serve children after school.

I have three inquiries. No. 1, how do you intend to ensure that
these programs are educational and not just custodial? No. 2, how
are these pilot cities to be chosen? And, No. 3, can | request that
my home city of Milwaukee be seriously considered?

Secretary SHALALA. You certainly can request that any city in
Wisconsin be seriously considered.

The answer to your questions about our selection process and the
coordination, I will have to provide for the record.

[The information follows:]

CHILD CARE INITIATIVE

The initiative you are referring to was part of the Child Care Initiative announced
by the President on January 7, 1998. The President announced at that time a col-
laborative effort involving numerous federal agencies to eliminate duplication and
better coordinate existing federal funding for after-school programs in three to five
pilot cities, including the District of Columbia. A working group within the Adminis-
tration has been formed to put this collaborative effort in motion. It comprises rep-
resentatives from HHS, Department of Education, the Justice Department, as well
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as other interested federal agencies. This working group will be looking at previous
collaborative efforts to gain some lessons learned as criteria is developed for consid-
ering other cities that may be included as part of this effort. The key goal of this
initiative is healthy development and learning, and not custodial. I will commu-
nicate to the working group your interest to have Milwaukee be considered as one
of the possible sites and your concern that this effort not be focused on custodial
issues.

AFTER-SCHOOL PROGRAMS

Secretary SHALALA. But let me make a substantive point about
what is expected. We obviously want an educational component in
after-school programs. But there really is a difference between
dealing with after-school programs for young children and for older
children. One of the ways to keep adolescents in after-school pro-
grams is to give them some choices—certainly getting their home-
work done—which have an educational component, perhaps com-
bined with something else.

What has been cut out of schools in this country are extra-
curricular activities, for example, sports after school. We would
suggest some choices for young people which include an educational
component, but also make an investment in their health and exer-
cise and all the other things that will keep them emotionally and
physically healthy in an integrated manner to certainly make a dif-
ference.

The point, | think, of the demonstration is to make sure that
communications have a strategy, so that no child is left out from
these kind of choices, particularly for adolescents, and make sure
communications use schools and boys and girls clubs and other
kinds of organizations as part of this strategy, so that no child is
left without a program, so that no parent is left without a program.
Parents should identify what is convenient for them, and what that
can occupy usefully and have an educational component for their
child after school.

Senator KoHL. All right. Thank you.

ELDER ABUSE

Madam Secretary, last year the Milwaukee Journal Sentinel ran
a series of articles, focusing on the prevalence of elder abuse by
health care workers, many of whom had prior criminal back-
grounds. Similar stories have appeared nationwide, and abuse is
not isolated just to nursing homes.

To respond, | have introduced and continue to work on legisla-
tion that would create a national registry of abusive long-term care
workers, and require criminal background checks for prospective
employees of long-term care facilities. This, hopefully, will make
sure that abusers cannot travel from State to State and continue
to prey on vulnerable patients.

Would you, Madam Secretary, support such a proposal and work
with me to push for it this year? And would you help me move this
along this year by also looking for a way to perhaps do this admin-
istratively?

Secretary SHALALA. Well, we certainly will work with you on
anything that will strengthen our ability to reduce elder abuse in
this country, and anything that will hold in particular the States’
feet to the fire on doing the survey and certifications and make
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sure that they are regularly providing oversight for nursing homes
and home care settings. We have already published regulations in
this area. Obviously, there is still abuse going on in this country.
So we would be pleased to have a conversation with you about
what you are proposing.

Senator KoHL. Well, unless you have something like a national
registry, there is no way for facilities from one State to another to
know what occurred in another State with respect to employees
and abusive behavior. That is what a national registry would pro-
vide for long-term care facility operators. And our bill would pro-
vide for that national registry. And it is your opinion on that, the
advisability and the desirability of that, that | am interested in.

Secretary SHALALA. What | would want to do is to look at the ac-
tual proposal itself and the administrative costs that are tied into
it. But, in principle, we want to support anything that can
strengthen the oversight of nursing homes in this country.

Senator KoHL. All right. | thank you.

PRESIDENT’S CHILD CARE INITIATIVE

Last question: The President’s $20 billion child care proposal con-
tains over $5 billion in spending that goes through this subcommit-
tee, spending for programs like teacher scholarships, child care fa-
cility inspections, and after-school programs. Now, currently, that
money is considered outside of our spending caps, and the Presi-
dent has suggested paying for it with part of the revenues from a
new cigarette tax bill. Will the administration still stand by its
child care proposal if we are unable to reach agreement on a new
tobacco tax?

Secretary SHALALA. First, we believe that there is bipartisan sup-
port for a price increase and a comprehensive strategy to reduce
children smoking in this country. So we believe that what the
President has identified as a source of funds for the child care ini-
tiative will, in fact, be available. But, yes, the President, in all of
his top priorities, will work with the committee, or appropriate
committees, to find a source of funds if for some reason the source
of funds we have identified does not come through. We have been
willing to do that in the past and we certainly would be willing
here.

PREPARED STATEMENT

Let me add that your assumption that any of the President’s pro-
posals breaks the cap is not consistent with the way we have pre-
sented the budget. The President believes he has presented a budg-
et that is paid for. He has identified sources of revenues. And we
believe that is within the context of the balanced budget commit-
ment which we all made last year.

Senator KoHL. Thank you, Madam Secretary.

Senator SPECTER. Thank you, Senator Kohl.

[The statement follows:]

PREPARED STATEMENT OF SENATOR HERB KOHL

Thank you, Mr. Chairman. Secretary Shalala, it's good to see you again, and |
look forward to your testimony today.
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This is a unique time in our nation where we have tight budget constraints and
tremendous opportunities at the same time. Last year, we passed the Balanced
Budget Act, which wisely requires Congress to comply with spending caps in order
to get rid of the deficits of the past three decades. But we also have a strong econ-
omy, the deficits of the past are all but gone, and both OMB and CBO are projecting
surpluses for the next several years. Many people in our country are doing well—
it is now time to focus on those who are not, and give them the tools to live produc-
tive, safe and successful lives.

| am pleased that the President’'s budget has taken advantage of these prosperous
times by placing a high priority on child care programs. Both the public and private
sectors must get involved in seeing that we have enough child care for working par-
ents. The President’s budget includes a proposal, which I have worked on for several
years, to provide a tax credit to businesses who help their employees find quality
child care. This benefits not only families, but businesses as well, as it will help re-
duce absenteeism and increase productivity. | look forward to working with the Ad-
ministration to make this and other child care proposals a top priority.

On the other end of the age spectrum, we must take a close look at the issue of
how well we protect our elderly once they require long-term care arrangements.
With 43 percent of Americans over the age of 65 likely to spend time in a nursing
home, and the increasing utilization of home care arrangements, we have to make
sure that facilities are safe and provide the best care possible. | have introduced
legislation that would require background checks of long-term care workers, and |
look forward to working with the Administration on other efforts to protect our na-
tion’s elderly and frail patients.

Again, | thank you, Secretary Shalala, for coming here today to address the ques-
tion of how we can strengthen our investment in programs for our most vulnerable
populations while still complying with the budget constraints required to keep the
budget in balance.

PATIENTS' BILL OF RIGHTS

Senator SpecTerR. We will proceed in order of arrival. Senator
Bumpers is next.

Senator BumpERS. Thank you, Mr. Chairman.

Madam Secretary, let me thank you again most profoundly and
sincerely for your very kind, laudatory remarks, all of which are
true, and more. [Laughter.]

I am reminded of the widow, at her husband’'s funeral. The
preacher just kept going on and on about what a great citizen he
was. Finally she leaned over to one of her children and said, honey,
you go up and look in that casket and make sure that is your
daddy they are talking about. [Laughter.]

I listened to the President’s speech to the AMA on NPR last
night on the way home. And every time he mentioned the patients’
bill of rights he got the loudest applause. That coming from the
AMA. And the applause is even louder, of course, when he is
speaking to lay groups.

But while there is a House bill dealing with the so-called pa-
tients’ bill of rights, as far as | know, there is nothing pending in
the Senate. Is the administration preparing a bill to be introduced
in the Senate on this subject?

Secretary SHALALA. We have not sent a bill to the Senate. But
we have sent a lot of detail to the Senate, including technical as-
sistance on legislative language. It is not very complicated to pro-
vide technical assistance on legislative language. But we have sent
up the specifics as a result of the commission which | chair with
the Secretary of Labor. So we have articulated areas in which the
President would like legislation as well as have provided technical
assistance on the legislative language.
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Senator BumpPeRs. Well, people obviously have a very strong feel-
ing that they are not only being neglected, but that their health is
often jeopardized by the lack of options, and some gatekeeper who
says, no, you are not eligible for this. And the President, yester-
day—I am sure you heard it, too—gave the illustration of the
youngster whose leg ultimately had to be amputated because he
could not get permission for the treatment that might have saved
his leg. People hear too much of that.

Of course, some of that is embellished. In the coffee shop you
hear stories like that. And | must say, in the few times | have been
hospitalized in the last few years—sometimes | guess it is just lack
of care—you wonder if they treat Senators like that, what does the
poor guy who just walks in off the street get? But that is often a
matter of care in particular institutions as opposed to managed
care and lack of choices.

But I would like to see the Finance Committee, if the administra-
tion is not going to submit such a proposal, 1 would like to see the
Finance Committee take the suggestions and some of the informa-
tion that you are going to forward over here, and get on this. |
would like to see this—as you pointed out, this is my last year—
I would like very much to see something happen on that this year.

And let me just conclude, Madam Secretary, by saying you have
now been on this job for a little over 5—almost 5 years. And |
would like to reciprocate by saying | think you have done an out-
standing job.

Secretary SHALALA. Thank you, sir.

Senator BumpPERS. Most of my dealings with you have been in
the immunization area. And that is small potatoes, moneywise,
compared to the budget you administer. But your tenacity and your
determination on causes that really make people’s life better has
been most admirable. And certainly 1 am one of your biggest fans
also. And I will miss being associated with you after | leave here.

Secretary SHALALA. Thank you, Senator.

Senator BumpPERs. Thank you, Mr. Chairman.

Senator SpecTER. Thank you very much, Senator Bumpers.

Senator Faircloth.

NURSE ANESTHETISTS

Senator FAIRCLOTH. Thank you, Mr. Chairman.

And thank you, Secretary Shalala, for being with us today. And
I thank you for your enthusiastic support of transferring some IRS
agents to the drug control.

Secretary SHALALA. | apologize again, Senator.

Senator FAIRCLOTH. But | think it needs to be done. | think one
is a bigger problem than the other. And | think that drugs are it.

Madam Secretary, in December of last year, your group issued a
proposed rule that would delete the current requirement that nurse
anesthetists administer anesthesia only under the supervision of
operating surgeons and anesthesiologists. Now, | have heard from
a lot of individual groups of people who are raising a lot of concern
about the effect of this and the quality of the service.

Now, no one has greater respect for nurses and what they have
done and what they mean to the medical profession than | do.
Nurse midwives, nurse practitioners all come to mind. But | have
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a lot of concern about this change of rules. How can you document
that this does not represent a compromise?

Secretary SHALALA. Senator, we actually are reinforcing State
medical practice whatever the standard is in the State. Twenty-
nine States actually allow that to take place. So in this case, the
Department’s rule reflects standard State medical practice since 29
States allow it. They are often States that have large rural popu-
lations, where they think this is an appropriate medical practice.
So it is not as new or as dramatic a change, since so many States
allow it.

Senator FAIRcLOTH. Well, the States besides, do you think it is
an adequate way to do business?

Secretary SHALALA. Well, it is a proposed rule now. When we
drafted the rule—

ISenator FAIRCLOTH. Wait a minute now. What is the proposed
rule?

Secretary SHALALA [continuing]. The proposed rule is to allow
this to occur. And it has not in final—

Senator FaircLOTH. Well, we have not allowed it to occur before,
is that right?

Secretary SHALALA [continuing]. Except in States where it is
standard practice, which | indicated it was in 29 States.

Senator FAIRCLOTH. But as | understand it, you are going to
allow it in all States.

Secretary SHALALA. That is correct.

Senator FAIRcLOTH. And that is what the problem is.

Secretary SHALALA. We are collecting comments now from indi-
viduals, organizations, and different States so we have not gone to
the final rule. I do appreciate your comments on that.

Senator FAaircLOTH. Well, 1 would be glad to give you comment.
I think it is a terrible practice. And | do not think it should be al-
lowed. And | do not think you should be into it.

I think the standard question in opposition to it is very simple.
If you had to have major surgery this afternoon in Walter Reed
Hospital, do you think they would bring in a nurse to give you the
anesthesia?

Secretary SHALALA. Well, Senator, | have made it a practice not
to answer a hypothetical question, since | do not know what the
standard practice is at Walter Reed. But let me say that 29 States
in which——

Senator FaircLoTH. All right, 1 will change my question. If you
had all morning to decide if you were going to have an operation,
would you request a nurse anesthetist or an anesthesiologist? That
is not hypothetical.

Secretary SHALALA. Senator, | would defer to my physician as to
what he or she thought was appropriate in my case, and would not
second guess my physician if | were going into an operation.

Senator FAIRcLOTH. | will give you a pretty good idea of what he
would say.

DISEASE PREVENTION

Now, we spend less than 1 percent of our budget on programs re-
lated to health prevention. We know that heart disease is a leading
cause of death in this country. Yet CDC can only afford to fund
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prevention programs for cardiovascular diseases in 3 of the 50
States. If money talks, it is clear the message still focuses on treat-
ment and not prevention.

Would you give me your thoughts as to what we can do and how
we might reverse this trend?

Secretary SHALALA. Well, as part of this budget, we have asked
for two increases that are directly related. First, because cardio-
vascular disease disproportionately affects minorities, we have
asked for resources for the CDC to help close gaps in terms of pre-
vention as well as access to services, and also in helping people
manage their own health situation. Second, we have asked for a
new CDC prevention fund as part of this budget to help us expand
our investment in prevention of diseases like cardiovascular dis-
ease. We would agree with you that we need additional investment.
We believe this budget reflects that.

Senator FAIRCLOTH. Thank you. My time is up.

Secretary SHALALA. You are welcome, Senator.

Senator SPECTER. Thank you very much, Senator Faircloth.

Senator Cochran.

Senator CocHRAN. Thank you, Mr. Chairman.

Madam Secretary, welcome to our committee.

Secretary SHALALA. Thank you.

FRAUD AND ABUSE

Senator CocHRAN. We appreciate very much your cooperation
with our effort to understand the budget request and to deal with
problems that may be presented at the Department of Health and
Human Services.

We have had an opportunity to look at some of the requests for
additional funds and user fee imposition that is contemplated by
the President’s budget request to make up for some of the short-
falls in funding. And one thing struck me as interesting in talking
to some of my constituents in my State is this new effort to deal
with fraud and abuse of the program, which we applaud generally
as a very important undertaking, is creating some obvious in-
stances of abuse by the Government, it seems to me.

And let me cite one example that was brought to my attention
the other day. In early February, one of the small-town hospitals
in our State received a letter from a U.S. attorney in the State of
Pennsylvania. The letter, which 1 am going to put in the record,
dated February 9, recites that this is coordinating office for Federal
False Claim Act cases arising under the medicare program. And
that as a result of an audit by the Office of Inspector General, this
hospital had been found to have filed two claims for nonphysician
outpatient services of $204.34, in 1990, between November 1, 1990,
and December 31, 1991, and another for $220.92, between the
dates December 1, 1987 and October 31, 1990. And after reciting
the fact that they found that these were duplicate claims and
should not have been filed, it pointed out all the penalties under
the False Claim Act that can be visited upon this small-town hos-
pital, and then says:

The total financial exposure of your hospital arising from these
reviews is $61,054.86.
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And then they go on to talk about the fact that if you would like
to settle this case before litigation, please contact the undersigned
in writing at the address indicated within 20 days of the date of
this letter. And on and on. And just reading this letter that was
handed to me is frightening, just in and of itself. But you can imag-
ine a small-town hospital, with claims that they say they have gone
back 10 years, or thereabout, and they have had $400 in alleged
false claims filed, and your exposure is $61,000.

I know you are not the U.S. attorney in the Middle District of
Pennsylvania.

Secretary SHALALA. | am not.

Senator CocHRAN. But that is who signed the letter. And
Yalobusha County Hospital, in north Mississippi, gets this letter.
And, of course, the reaction has to be one of terror. Is this a terror-
ist state? What is going on here?

My question is, what oversight is the Department, or HCFA, en-
gaged in to monitor situations where alleged abuses are being han-
dled in this fashion? Is there a Government policy, is there an ad-
ministration policy to do this kind of thing to a small-town hos-
pital?

Secretary SHALALA. As you indicated, Senator Cochran, I have no
authority over U.S. attorneys or their decisions as to which part of
the law applies to a fraud case. | would appreciate it if you would
refer that letter, and ask that question, to my colleague, the Attor-
ney General. And, in addition, I would like to have it myself. In
general, we do audits. The inspector general has a conversation
with the hospital. They work out a settlement. A lot of this is a
routine relationship. Recently, some U.S. attorneys have been
using the False Claims Act. These cases have been brought to my
attention. But the way in which our responsibilities are divided,
our responsibilities include the inspector general being the leader
or being part of teams that are investigating fraud. And we cer-
tainly do a large number of audits in this area.

Senator CocHRAN. We will send that to you and to HCFA as
well. I wanted to bring it to your attention, to let you know what
seems to be a case of clear abuse of power by the Federal Govern-
ment against this small-town hospital in my State. And you are the
head of the Department, and | am bringing it to your attention.

Secretary SHALALA. And | appreciate that.

HOME HEALTH SURETY BOND

Senator CocHRAN. And | appreciate your consideration of it. And
you are using up my time. | have got a little question I am going
to ask you about, and that is the surety bond requirement on home
health agencies. We have got a lot of small-town operations that
are not connected with big hospitals or multistate corporations,
that can afford 15 percent surety bonds. This is a requirement, as
I understand it, you have to file to get Medicare eligibility for ac-
cepting authorized reimbursement. A surety bond that is the great-
er of $50,000 or 15 percent of the annual amount paid to the HHA
by the Medicare program.

This is operating as a very difficult financial burden for a lot of
small-town home health care operations. And | am just reporting
that as something that has been brought to my attention. | hope



78

that there is some way to review that and make exceptions if they
are justified or, in some other way, keep from putting out of busi-
ness the small-town operators, and preferring instead the massive,
big corporations to run the home health service programs.

Secretary SHALALA. We have given these agencies more time to
comply with the law, and we still are not clear what the final rule
will look like. So, | delayed the deadline for agencies to have bonds
so that we could respond to some of the comments that we received
in this area, particularly from small companies from the home
health care business.

Let me also say that this was clearly an effort by the Congress
and by the administration to try to reduce the amount of fraud in
the system. In particular, it was an effort to keep fly-by-night pro-
viders out of these programs. But there was no interest in keeping
appropriate small businesses out, nor to put them out of business.
So, certainly we have looked at this. And the industry itself, the
surety bond industry, has made comments in this area, because
they are also concerned.

Senator CocHRAN. Thank you.

Senator SPECTER. Thank you very much, Senator Cochran.

Senator Gregg.

Senator GREGG. Thank you.

Madam Secretary, it is a pleasure to see you today.

Secretary SHALALA. Thank you.

CHILD IMMUNIZATION

Senator GREGG. The immunization program in New Hampshire
is projected to receive a 46-percent cut this year and a bigger cut
next year. New Hampshire has the highest percentage of immu-
nized children in the country. It has the best program in the coun-
try, | believe. And yet if it is subjected to these types of cuts, the
program will be thrown into chaos, especially the relationship it
now has with Maine.

I would not presume you would be familiar with a unique New
Hampshire situation, but I would ask that you go back to CDC and
find out what is going on.

Secretary SHALALA. | will go back and look at that. We did in-
deed cut back, because States, in many places, were not drawing
down the money that was available, and we reallocated some of
that money.

Senator GREGG. That ran out. What happened was there was an
$80 million carryover. And we ran through that over the last 2
years. And | think that that has affected the budgeting process, so
that we are working off a baseline that is not compatible with what
the reality is.

Secretary SHALALA. That may be what occurred. What | have
said, Senator, is that we do not intend to underfund the vaccine
program if we need to adjust that decision. We also do not want
to leave money sitting around that is not being used.

Senator GREGG. | understand that.

Secretary SHALALA. So we are attempting to find a balance.

Senator GREGG. | think this was that. | think the pendulum
went one way, and now it has swung back the other way.
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Secretary SHALALA. We will be happy to look at that. As we con-
tinue in the appropriations process, we will want to make sure that
our number is correct.

Senator GRecG. Well, | am concerned about other States, but |
am specifically concerned about the New Hampshire situation. Be-
cause it is a program that has worked extremely well.

TOBACCO LEGISLATION

On the tobacco settlement, why should we give these companies,
these tobacco companies, any immunity at all from lawsuits? I
mean, their action has been pretty reprehensible here, especially as
we see this documentation coming out, that reflects the fact that
they have produced a product that they knew was addictive, and
targeted it on children. |1 cannot see, from my standpoint, why we
should have any settlement around here that deals with giving im-
munity at all. And I am interested in why the administration has
signed on to the Conrad bill, which, while it does not specifically
state immunity, but obviously it presumes immunity, because it
presumes the tobacco companies will sign off on it.

Secretary SHALALA. Senator, | did not assume that the Conrad
bill had a large section on immunity.

Senator GREGG. No; it does not. But it is going to have immunity
in the end, because it has an unconstitutional advertising language
in it. So that the only way you are going to get that is by a contract
agreement with the tobacco companies, which requires immunity.

Secretary SHALALA. The reason the President endorsed that bill
was that it covered the principles which he laid out that he would
have to have in any comprehensive tobacco legislation. And that
bill clearly does, from the price increase to——

Senator GReGG. Well, OK, but let us go back to just the immu-
nity issue. What is the position on that?

Secretary SHALALA. What the President has said on the issue of
immunity is that not until all of the issues—principles—that he
has outlined are covered in a piece of legislation does he believe
that any other issue ought to be considered. And that would obvi-
ously include immunity or any other issue that anyone wanted to
bring up at that time.

But, first, we want to see a comprehensive piece of legislation
with a significant price increase. Plus, we want provisions that care
for tobacco farmers and their communications, and stop tobacco
companies from doing business as usual, and which keeps the FDA
a nimble, clear organization with oversight over tobacco. We have
outlined our principles. And we have not spoken to any other
issues other than those covered in what the President considers to
be critical parts of comprehensive tobacco legislation.

Senator GREGG. So the administration has no position on immu-
nity?

Secretary SHALALA. The administration has said repeatedly that
we want a comprehensive piece of legislation, with a significant
price increase, which covers the major issues the President has rec-
ommended. If all of those are covered, and Congress, working in a
bipartisan manner, then wants to bring up other issues, we would
be happy to consider them at that time.
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At this moment, we will endorse only comprehensive packages
which cover all of the issues the President has outlined.

Senator GREGG. So if we pass a bill that addresses those issues
which you have just addressed, and include in it that there will be
no immunity, you would accept that?

Secretary SHALALA. The President has outlined the critical
issues. He would be happy to support a comprehensive piece of leg-
islation that covers all of those issues. But we also have reiterated
over and over again that it must have a price increase as part of
it. We think that is critical.

Senator GREGG. But what | am saying is if we passed a bill that
had all the elements that you wanted—a price increase, FDA uni-
lateral authority—I have forgotten the other ones—and then in-
cluded in that bill that there be no immunity, that would be accept-
able, because you have gotten everything you wanted, and a no im-
munity, no immunity language would then, therefore, be accept-
able?

Secretary SHALALA. He will endorse a comprehensive bill, which
covers his issues, that has bipartisan support. He just did that in
the case of the Senator Conrad’s bill. He indicated that he would
support that bill and would be prepared to sign it.

Senator GReGaG. All right. Thank you.

Secretary SHALALA. You are welcome.

Senator SPECTER. Thank you very much, Senator Gregg.

Ms. DeParle is in the room. Would you please join the Secretary
at the witness table.

REVISIONS TO EPOGEN POLICY

Secretary SHALALA. We want to talk about the revisions to the
EPO policy.

Senator SPECTER. Let me revisit the chronology, review the bid-
ding here for just a minute. In the legislation passed last year, the
bill expressed concern that HCFA's new Medicare payment policy
for EPO may negatively impact on the quality of care received by
patients with end stage renal disease, and may increase overall
health costs. And | then wrote to you, especially about it, Secretary
Shalala.

And | got back a response, dated February 13, from Ms. DeParle.
And the first question | have is, why does it take us so long—al-
most 3 months—to get a response to a letter like that?

Ms. DEPARLE. Mr. Chairman, thank you for the opportunity to
testify today. The question of how long things take is a big struggle
for me, in Government, and | am sure for the Secretary, in the De-
partment. | am particularly aware of this issue because, as you
may know, | was confirmed in November. And in December, | be-
came aware of this problem, primarily from letters I was getting
from Members on both sides of the aisle. They seemed to be con-
cerned about this policy.

Senator SPECTER. You got a lot of letters?

Ms. DEPARLE. Yes, sir; | did.

Senator SPEcTER. How many, roughly?

Ms. DEPARLE. | do not know how many, but | will tell you the
thing that struck me was that, over the holidays, the Christmas
holidays, |1 read all the congressional correspondence—I started
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doing that—and | remember one night | took home a letter from
Senator Connie Mack and a letter from Congressman Pete Stark
that both said the same thing, that they were concerned about the
new policy, thought we ought to look at it again, and particularly
they were concerned about the lack of an exceptions policy, physi-
cian justification, which had been the case before.

And | was not familiar with this issue at all. And so what | un-
dertook to do—and this was around the holidays, so late Decem-
ber—was to ask my staff to provide me with background on it.
What had the policy been? What was the problem? Why had we
changed it? And they probably held up a response to you during
the time that we were looking at it.

My staff told me, Senator, that there had been problems with,
they felt, overutilization of the drug Epogen. | do not know how to
pronounce it. Epoiten, | suppose, is the hormone.

Senator SpecTER. Well, in your letter, dated February 13, 1998,
says that in September, based on concerns about evidence that
such physician justifications were being routinely submitted, re-
sulting in overutilization of EPO, we decided to eliminate this ex-
ception.

What | would like you to do is to respond in writing to the sub-
committee as to what took so long, from November 25 to February
13. According to your letter, it is based upon information you had
prior to that time, before September. So without going through the
specifics, 1 would like you to give us a response in writing as to
what happened.

Now, you have talked about letters from Congressman Stark and
Senator Mack. How about my letter of November 25?

Ms. DEPARLE. Sir, | did not particularly remember your letter,
but | did say that | had seen a lot of letters on this. And what |
was trying to say was that we had a problem, the staff informed
me, with overutilization. And also, apparently, there was some
problems with there were some studies that indicate that, with
some patients, the use that—keeping them at a hematocrit that is
about 36 can be a problem. And that was why they had chosen to
go with a new policy.

Senator SpecTER. Well, that is a matter for the doctors. That is
a matter | was raising with Secretary Shalala before you walked
in, as to what is being eroded here is the doctor-patient relation-
ship.

Ms. DEPARLE. | agree with you. And that is why | personally
looked at this. There was a lot of disagreement within our agency
about this, frankly.

It appeared to me, two things, Senator. One was my instinct was
that it was not correct to have a policy that did not allow for a phy-
sician exception, which had been the policy we had before. Second,
it was my impression, Senator, that the decision to change the pol-
icy had been made rather hastily. And | wanted to be sure that I
had a chance to look at the data. So | asked the staff to give me
the data on the impact of the new policy.

The good news is, | think, that it does not appear, from the data,
that it has had a negative effect on people. But I still think the pol-
icy was not well founded. And that is why, today, | wanted to ad-
vise you that | want to change the policy. And, in fact, | did look
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at your most recent letter, which I saw over the weekend. And, in
general, | think you and | agree.

There is only one area where | think there is a bit of a difference
between what you are recommending and where | came out. But
I think, actually, because | am saying we need to look at the hem-
atocrit levels, that we are closer than you may think or that it may
appear.

Senator SpecTER. Well, | am going to come to that in just a
minute. But what | am trying to ascertain is why it takes so much
congressional oversight. You are going to get for me the sequence
of events as to why it took from November 25 to February 13 to
respond to the letter. Then the next question I have for you is, you
are now saying that you are concerned about the doctor’s evalua-
tion. But in the letter of September 13, you talk about evidence
that such physicians’ justifications were being routinely submitted.

Is that to suggest that the physicians’ justifications are wrong?

Ms. DEPARLE. Not necessarily. And | do not have evidence to say
that, sir.

OVERUTILIZATION OF EPO

Senator SPecTeR. Well, that is why | wonder why you say result-
ing in overutilization of EPO. | am trying to find out what the
basis is for your conclusion that there is overutilization, as you put
it, because physician justifications were being routinely submitted.

I would like you to tell me what that means. 1 would like you
to tell me what evidence you had to say that. Because you are deni-
grating the physicians’ recommendations by saying that they are
routinely submitted, which is to suggest that they are not thought-
fully submitted.

Ms. DEPARLE. No, sir; | would not want to do that.

Senator SpecTER. Well, 1 would like to know why you say rou-
tinely submitted. This is a recurrent problem that we have with
HCFA, where there is a fury out there in the medical community
as to what you are doing. So I want to find out what you did in
this case, because we have taken a lot of time and a lot of effort
on this particular matter. So I would like you to tell me in writing
what led you to say that there was overutilization and that the
physicians’ justifications were being routinely submitted.

I do not want to take any more time with it now.

Ms. DEPARLE. | will be happy to do that.

Senator SPECTER. We have a lot of ground to cover. And | do not
think you can really do it without referring to your files.

[The information follows:]

LETTER FROM NANCY-ANN MIN DEPARLE

DEPARTMENT OF HEALTH AND HUMAN SERVICES,
HEALTH CARE FINANCING ADMINISTRATION,
Washington, DC, March 13, 1998.

Hon. ARLEN SPECTER,
U.S. Senate,
Washington, DC.

DEAR SENATOR SPECTER: | appreciated the opportunity to appear before your sub-
committee on Tuesday to discuss a number of issues relating to HCFA's work in de-
veloping a proposed rule on physician practice expense. At the hearing you raised
several questions in regard to HCFA's policy concerning EPO and our coverage of
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the Salitron System for treating disorders associated with Sjogren’s syndrome. You
also inquired whether it is possible to waive the salary equivalency guidelines in
certain circumstances, or for certain providers. This letter responds to those ques-
tions.

First, in your letter to the Secretary about EPO, you asked for a justification of
our original policy and urged us to revise that policy. At the hearing, you also asked
for the reason for the delay in the revision of the policy.

HCFA altered Medicare’'s national coverage policy for EPO in the ESRD popu-
lation effective September 1, 1997 in an effort to promote national consistency in
application of EPO coverage policy and to protect beneficiaries from the potential
adverse consequences of over-administration of EPO. Under that policy, Medicare
moved from an absolute limit of a hematocrit reading of 36 percent to a rolling 90-
day average hematocrit of 36.5 percent. In addition, the exception providing physi-
cians with discretion to exceed the 36 percent level was eliminated based on a lack
of evidence in the medical literature of any benefit for exceeding the target range
(31-36 percent). In fact, there was evidence of the potential for harm to patients
with cardiac conditions if hematocrits were maintained above that range. In imple-
menting this new policy, HCFA committed to closely monitor the hematocrit data
reported through the claims processing system to assure that the new policy did not
result in adverse consequences.

Our staff did not consult with the renal community before announcing the new
policy. In hindsight, | believe this was a serious mistake. However, during the pe-
riod of time between announcement of the policy and implementation staff met sev-
eral times with representatives from Amgen, the National Renal Administrators As-
sociation, the Renal Physician Association, and the Renal Coalition. Since that time,
HCFA staff have had three meetings with researchers from Amgen or associated
with Amgen. At one of these meetings, other representatives from the renal commu-
nity were also present. In addition, this issue was also raised informally by mem-
bers of the renal community at nearly every discussion where other items were the
main agenda topic.

Upon receiving your earlier letter, and numerous others, and based on concerns
raised by the renal community, in December, | asked our staff to review the impact
of the new policy. Given normal time lags in submitting and processing claims, we
did not have even preliminary data on the impact of the new policy until December.
That preliminary data did not indicate any negative impact. Additional data that
became available in February, while still not indicating any negative impact, did ap-
pear to show that the steady improvement in the percentage of patients within the
target hematocrit range (30-36 percent) had stopped. Fostering improvement in this
area was a major focus of joint quality improvement efforts by the renal community
and HCFA. The fact that there appeared to be no further improvement since the
revised coverage policy was implemented caused us to reexamine this policy and de-
velop alternatives.

As you are aware, on March 10, | announced a revised policy with two compo-
nents. First, we have reinstated a medical justification policy to allow physicians
discretion to exceed the 36 percent level for selected patients as needed. Second, in
the absence of medical justification, if the hematocrit level for a given month ex-
ceeds 36 percent and the 90-day rolling average exceeds 36.5 percent, payment for
that month will be reduced rather than denied (i.e., a “partial”’ denial rather than
a complete denial for the whole month). Payment will be made at the lower of the
actual dosage administered or 80 percent of the allowable dosage for the previous
month. As you requested, we made the new policy effective on March 10, and pay-
ment adjustments will be made retrospectively to that date. (I have attached a copy
of the Program Instruction effecting this change. This instruction was faxed to your
office on Thursday). In the months ahead, HCFA will work with the renal commu-
nity to develop guidelines regarding when it is medically appropriate for patients
to exceed the 36 percent standard in order to assure that the medical justification
policy is not subject to abuse.

Our revised policy creates incentives for a gradual reduction in EPO dosage, if the
patient is above the target range, consistent with the appropriate medical practice
for titration of drugs and FDA recommendations. The revised policy also allows the
36 percent level to be exceeded according to physician discretion. By promoting the
maintenance of patients at as high a level within the target range as possible, the
revised policy is consistent with the National Kidney Foundation’s Dialysis Out-
comes Quality Initiative. Recommendations of the Anemia Work Group included in
the Dialysis Outcomes Quality Initiative indicate that hematocrit be maintained be-
tween 33 percent and 36 percent. | recently met with a representative from the
American Association of Kidney Patients, and they fully supported this policy
change.



84

Second, in regard to HCFA's coverage of the Salitron System, in 1994, HCFA pub-
lished a notice in the Federal Register indicating an intent not to cover Salitron
based upon a 1990 technology assessment that HCFA had commissioned. As your
February 12 letter points out, no final rule was ever published.

We received very few comments on that notice. In the meantime, the Durable
Medical Equipment Regional Carriers (DMERC'’s) have had discretion regarding
coverage.

On Monday, March 9, based on your continued interest in this device, | directed
staff to request the Agency for Health Care Policy and Research (AHCPR) to con-
duct a new technology assessment. We will ask the manufacturer to submit any sig-
nificant data to AHCPR. We will publish a Federal Register notice outlining this
course of action (and withdrawing the 1994 notice).

Finally, you asked me to address my review of the incoming letters from you on
these issues. In regard to your letter of February 12, about the Salitron System, I
did not see that letter, even though | have instructed staff to provide me with copies
of all correspondence from Members of Congress. Unfortunately, a mistake was
made within our correspondence control system. Please consider this letter a re-
sponse to your February 12 letter.

In regard to your letter of November 25, | responded with a letter in February
which said that staff were monitoring the data but did not convey the fact that |
was actively revisiting the EPO policy and in fact, was on the verge of announcing
a new policy. We should have moved more quickly on revising this policy and pro-
vided you with a more responsive answer. Such an answer would have obviated the
need for your second letter to the Secretary dated March 5.

In the hearing on Tuesday, you also inquired whether it is possible to waive the
salary equivalency guidelines in certain circumstances, or for certain providers. The
salary equivalency guidelines regulation was published with an effective date of
April 10, and we believe that we do not have the authority to change or waive that
date for one provider or a group of providers. Existing regulations do provide for
exceptions to the guidelines for unique circumstances or special labor market condi-
tions although any exceptions may reduce the savings from these guidelines. These
exceptions are available to providers of services as I'll explain below.

The guidelines apply to payments that the Medicare program makes to skilled
nursing facilities, home health agencies, and other providers, for therapy services
provided under arrangement, HCFA pays the entity (the provider) that claims the
therapy costs in its cost report. This means a provider can apply for an exception
if (1) that provider files the cost report with HCFA and (2) it contracts with another
entity to provide therapy services, because the guidelines do not apply to therapists
directly employed by the provider.

I thank you for the opportunity to appear before the committee and | trust that
I have answered your questions. | look forward to continuing to work with you on
these and other issues in the future.

Sincerely,
NANCY-ANN MIN DEPARLE,
Administrator.

HCFA ACTION

Senator SPECTER. The point | want to come to now is the mini-
mum HCFA action, which has been presented to me—and | am
prepared to get into the details of it, to find out what is involved—
but there are three items which have been articulated in my letter
to you, to reinstate the medical justification, to allow physician dis-
cretion for selected patients as needed. My question to you is: Is
that part of your new policy?

Ms. DEPARLE. Yes, sir; it is. This is your letter of March 5, last
week?

Senator SPECTER. That is right.

Ms. DEPARLE. Yes, sir; it is.

Senator SPecTER. OK. The second point is raising the hematocrit
to 37.5 at least. Is that part of your new policy?

Ms. DEPARLE. No, sir; it is not.

Senator SPECTER. And why not?
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Ms. DEPARLE. Because, sir, our policy in the past, as you know,
was to keep it at 36 percent. And the package insert that goes with
this drug, that was approved by the FDA, indicates that patients
should be kept in a range of 30 to 36 percent.

Our policy now, as revised, as | understand it, is that we look
at a rolling 3-month average. And if the patient is around 36.5 per-
cent, that is judged to be appropriate. And | did not have a basis,
based on the evidence and data that we have, to change that num-
ber, although | am happy to work with the nephrologists and with
the renal community to see if they can provide data for a different
number. But | did not have a basis for the number you suggested,
sir, which was 37.5.

Senator SpecTerR. Well, have not the physicians in this field
asked you to raise that level to 37.5?

Ms. DEPARLE. Sir, | am not aware that they have.

Senator SpecTER. Well, | believe they have. | believe that is the
point. I believe the point is that in the rolling averages, as you take
them, they go low. And there are very, very serious consequences
when you have the percentage of blood taken up by the red blood
cells is lowered—weakness, fatigue, poor oxygenation of tissues. It
generally leaves the patient in a condition where they just cannot
function.

Ms. DEPARLE. Sir, as | understand it, this policy was, in fact, an
improvement on our earlier policy, which held things to 36. And es-
pecially now, when you reinstate the medical justification policy, |
think there should be room here to maintain the hematocrit at the
levels that are recommended in the package insert that was ap-
proved by the FDA. That was the basis for this decision. | will be
happy to meet with anyone you want me to meet with in the ne-
phrology community who thinks otherwise. But what | was aware
of was that evidence.

Senator SpecTER. Well, we are meeting right now. This is the
meeting.

Are you aware that the National Kidney Foundation’s dialysis
outcome quality initiative guidelines recommended that there be a
37.5 level to ensure that a majority of patients are targeted in the
33 to 36 percent range?

Ms. DEPARLE. No, sir; | am not.

Senator SpecTeER. Well, what have you considered, in terms of
medical evidence, in reaching the decision not to use the 37.5 level?

Ms. DEPARLE. Sir, the staff in our Office of Clinical Standards
and Quality, which worked on this, it is my understanding, met
with a number of representatives of the nephrology community, in-
cluding a number of medical specialists, as well as the carrier med-
ical directors, who administer this policy for us. And in that office
there are a number of physicians. And | personally have talked to
other Members of Congress and their staffs, as well as, as | said,
reviewed your letters and the memoranda and other documents
from our staff. That is what | have looked at.

I just did not have a basis, based on what | was presented with,
to make a decision to go higher than what the package insert rec-
ommended.

Senator SPECTER. Ms. DeParle, what is your level of expertise in
this field? What is your background and training?
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Ms. DEPARLE. | am a lawyer, sir.

Senator SPECTER. So there is no special level of expertise that
you have to make this kind of an evaluation?

Ms. DEPARLE. Sir, | do not have a special level of expertise to
make a medical evaluation, but my staff does—the staff at the
Health Care Financing Administration, including a number of med-
ical professionals, as well as—as | said, this decision, as | under-
stand it, which was—the initial decision was made before | was
there—but, as | said, it was made in consult with many doctors
who work in HCFA, as well as those who work for our carriers.

Senator SpecTER. Well, | think you and | have gone about as far
as we can go on this issue. And the experts who were complaining
to me will have to sit down with the experts who are advising you
and try to figure it out. And if necessary, you and | will join them.
But | have heard a lot of complaints about the levels that you have
attached here.

The third requirement that we have here is to replace HCFA's
current practice of total reimbursement denial with a partial de-
nial. Do your new regulations include that?

Ms. DEPARLE. Yes, they do. | agree with you on that.

Senator SPECTER. And what else do your new regulations in-
clude, if anything?

Ms. DePARLE. Well, there really is not a new regulation, sir.
What happened was | just made this decision over the weekend,
and instructed staff to get working on implementing it. And | want-
ed to advise you of it today at our hearing. So the next step will
be to do a program instruction, it is my understanding, so that
those who administer our policies in the field will know that, in the
future, this is the policy.

Senator SPECTER. So could we put that policy into effect today?

Ms. DEPARLE. Yes, sir; | can try. | bet they cannot get it written
until tomorrow, but I can say that it is effective today.

Senator SPECTER. Well, there is a fair amount of time left today.
Let us try to get it done today.

Ms. DEPARLE. | will try.

Senator SPECTER. OK, we have quite a few more questions in the
second panel, Ms. DeParle, so we will proceed now with Secretary
Shalala.

Senator Faircloth, | would yield to you. | finished that one sub-
ject. | regret taking a little extra time on it.

Senator FAIRcLOTH. That is all right. I could tell you were inter-
ested in the subject. [Laughter.]

Senator SPECTER. | have that bad habit.

Senator FAIRCLOTH. No; that is fine. Thank you, Mr. Chairman.

I have two questions | wanted to bring up, Madam Secretary.
And one of them is the recent decision that seniors no longer qual-
ify for home health care benefits solely on the need to have blood
drawn. No; in North Carolina, we are—and | am sure in a lot of
the rural parts of this country—are pretty far removed from lab
technicians or people with the capability of withdrawing blood.

Now, | understand that this was done because of fraud. But
HCFA has so far not identified to any Member of Congress how big
the problem is of fraud here, and documented its abuse. Could you
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do s0? And what level of infraction is appropriate and compelling
to stop this practice?

Secretary SHALALA. | would provide whatever we have free trade,
Senator Faircloth. | think the rule was changed—it was eliminated
as something that required a skilled practitioner, under the Medi-
care law. And | would be happy to provide whatever information
that we had related to fraud and this issue to you for the record.

Senator FaIrcLOTH. All right. Well, if you would, have somebody
send it over.

Secretary SHALALA. Yes, Sir.

Senator FAIRCLOTH. Like as in the morning or this afternoon.

Secretary SHALALA. Right.

[The information follows:]

OPERATION RESTORE TRUST

During Operation Restore Trust, the 5-State demonstration jointly conducted by
the Health Care Financing Administration (HCFA), OIG, and the Department of
Justice, we saw numerous situations where beneficiaries who needed blood draws
but did not need other skilled treatment, were nevertheless receiving a full array
of home health services. Home health claims reviews under Operation Restore Trust
uncovered clinical examples of the problems associated with venipuncture. Examples
include patients with atrial fibrillation who were using a blood thinning drug,
coumadin, but needed no other skilled treatment. Physicians ordered skilled nursing
visits to draw blood for laboratory testing treatment. Physicians ordered skilled
nursing visits to draw blood for laboratory testing (for adjustment of coumadin
dose), and home health aide services for these individuals. In one case, even though
there was no evidence that the patient needed skilled treatment, skilled nursing vis-
its were prescribed 1-2 times per week, and a home health aide was ordered for
12 hours a day, 7 days a week to assist in showering, meal preparation, shopping,
laundry, housekeeping, safety supervision, and escorting. The venipuncture provi-
sion targets this inappropriate use of home health services and ensures that individ-
uals receive care that is medically necessary.

VIRUSES

Senator FaIrRcLOTH. Here is one of those love in bloom state-
ments, but it concerns. Incidentally, | thank you for your support
for tobacco farmers. | was glad to hear you come out with that.

But there has been a lot in the news, in Time magazine, in dif-
ferent places about the speed with which very, very deadly and
very new viruses can spread around the world. | do not know
whether you read the report or not. But I do not remember the
exact dates. But in World War 11, it took roughly 90 days for the
flu virus to encircle the globe. Of course, now it can do it almost
immediately.

These potential epidemics are extremely challenging to everyone.
And most people were absolutely shocked to learn that the first
line of defense against these threats, the 3,000 health departments
scattered across the United States, are in most cases not in any
way linked with a computer setup. And only 40 percent of our
health departments are online. The remainder need computer
training, manpower, and all of those things.

What are we doing about that? And what should we be doing?
And should we have the—can we demand—a lot of these are not
funded by the Federal Government, these health departments. |
mean, local funding is involved. Can we demand that they do it?
I think it is totally necessary. When you read that, it is absolutely
frightening how quick a catastrophe can move around the world.
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Secretary SHALALA. What we are talking about is the public
health infrastructure in this country, the core of which is State
public health departments and State epidemiologists. I, in fact, just
returned from a major meeting the CDC is hosting in Atlanta spe-
cifically on the subjects that you bring up. It is on emerging infec-
tious diseases, on the new flus in particular, and the need to both
rebuild and to strengthen the role of the epidemiologists and the
public health infrastructure in this country. This is something we
have been addressing since the beginning of this administration,
including putting new surveillance systems in place that have
quicker turnaround.

The story of Hong Kong, in fact, is a story of a very good health
department that did the right thing from the beginning, that rou-
tinely took swabs from individuals who were willing. And when
they found something they did not understand, they sent it imme-
diately to the CDC. That is what good public health departments
in the United States do. They send the sample immediately—if
they do not have the capacity themselves to make the diagnosis,
they send it immediately to the CDC.

In this budget is a new investment in the U.S. infrastructure,
particularly. Some of it is related to food-borne illnesses, some of
it is related to these emerging and infectious diseases. This is part
of the effort to rebuild our ability to quickly identify an outbreak
and to quickly contain it. But as you point out, it does us little good
to make these huge U.S. investments unless we simultaneously
have surveillance systems around the world. Ships come in, people
come to visit; these diseases know no boundaries. And it is, in fact,
significantly cheaper for us to deal with tuberculosis in India rath-
er than deal with that same case here in the United States, where
it might cost us $100,000, and $50 there in India. So these multiple
investments of our international aid budget, plus the HHS invest-
ments for the CDC to rebuild and strengthen our oversight and our
surveillance systems are, in our judgment, critical.

FLU OUTBREAK

The lesson of the 1918 flu outbreak is a lesson that it can happen
again. We were frightened by Hong Kong. It turned out not to have
human-to-human transmission, but Hong Kong has just started
their flu season. And as far as | am concerned, we need to continue
to make significant investments in the Centers for Disease Control
and in our national systems. The States have to take this seriously
at the same time, they have to make investments at the same time
in their own public health structures.

Senator FaircLoTH. All right. If you will make the demands on
them to do it. And | thank you.

And thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Faircloth.

Madam Secretary, | want to cover a number of points with you
that may deal more specifically with Dr. Varmus at NIH, but these
are matters of real concern. | have heard from Dr. Varmus, in re-
sponse to my letter, that NIH is not doing the so-called professional
judgment budget, which represents an estimate for optimal funding
levels, irrespective of economic conditions, that those have been
done in the past, and the levels range from 20 to 30 percent higher,
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sometimes as much as 50 percent, and what the NIH has done now
is to balance extraordinary scientific opportunity against the budg-
et limitations facing both the administration and the Congress.

When | talked to Dr. Varmus at Senator Hatfield's ceremony,
dedicating the building at NIH for Senator Hatfield, | told him that
this subcommittee wanted to see the druthers list. And we do want
to see that.

The Senate went on record as favoring a doubling of the NIH
budget over 5 years, in the sense of the Senate last year. When it
came time for the budget, the health account was cut by $100 mil-
lion. And Senator Harkin and | offered an amendment to increase
NIH by $1.1 billion, which was defeated 63 to 37. But | believe
there may be sentiment within the Congress to do more for NIH
if we see exactly what NIH says can be done. And | am going to
press Dr. Varmus for that professional judgment budget, so we
have their judgment as to optimal funding levels, irrespective of
economic constraints.

And my question to you is, will you recommend to him or in-
struct him, whatever you do, that he complies with that request?

Secretary SHALALA. Well, as you know, the National Cancer In-
stitute and the Office of AIDS Research do this as a matter of stat-
ute. NIH did not do that for the 1999 budget. | think this may re-
flect the significant increase that they did get. But my view is that
the National Institutes of Health and the rest of us ought to an-
swer whatever questions Congress has. And while they have a very
large increase, I am well aware that Congress may consider some
additional funding. | think that you will find that the Director of
the National Institutes of Health is quite enthusiastic about the
budget the President did propose and about the range of opportuni-
ties that it provides.

Senator SpecTER. Well, | accept this enthusiasm for the Presi-
dent’'s budget. He has probably been enthusiastic about the pre-
vious President’'s budgets, before President Clinton, although he
was not here before President Clinton. But | think he has been
even more enthusiastic about what the Congress has done, in put-
ting up more than the President has.

And that is our decision as to how we allocate the $1.7 trillion.
So | appreciate your support, as you say, for getting us the infor-
mation which the Congress wants.

Secretary SHALALA. Yes; though, Senator, you do understand
that all of us that work for the President are expected to support
the President’s recommendations once we have our internal discus-
sions within the administration. We have kept to that. I fully un-
derstand that the Congress has additional questions and will ask
the scientists for their professional judgment. But | simply want to
reiterate our own support for the President’s historic recommenda-
tions that he made.

Senator SPECTER. Madam Secretary, | understand that you sup-
port what the chief executive officer has said, your appointor. But
that is not really relevant to the congressional function to make an
independent judgment as to how we allocate the resources. And
that is why we want the judgment of NIH as to what is optimal.
That is what we are asking for.
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We know that he will support the President. We expect that. And
sometimes | support the President, too.

Secretary SHALALA. | know that. And we appreciate it, Senator.

Senator SPECTER. We are going to press on this clinical aspect
with Dr. Varmus, and | will not take up any time here. We have
a tough issue on ergonomics, where | had written to Dr. Varmus
concerning a study which had been requested by some on the
House side.

ERGONOMICS ISSUE

Coincidentally, on February 4, a letter was submitted by other
House Members, where Ms. Taylor, my deputy here, talked to Dr.
Varmus. He said that he did not agree to this type of study. And
the ergonomics issue has been debated very heavily in the commit-
tee. And we have an arrangement where no regulations were to be
published in this fiscal year. And we are hopeful that we have put
that matter to rest without having another very protracted study
on the matter. But, again, we will take that up in detail with Dr.
Vali(mus, unless you have any comment which you would like to
make.

Secretary SHALALA. No; what | have said to Dr. Varmus is that
until there is a resolution on this issue between both Houses of
Congress, plans for any activity ought to be on hold. And I did see
your letter to Dr. Varmus. So we will be happy to work with you,
Senator.

Senator SPECTER. Madam Secretary, if the tobacco agreement is
not reached, how are we going to fund the Department of Health
and Human Services?

Secretary SHALALA. Senator, we believe that there is no reason
why a bipartisan group of Members of Congress, working with the
President, cannot agree on a comprehensive piece of tobacco legisla-
tion. We believe it is possible to get consensus on that legislation.
We have outlined the major principles. We have already endorsed
one bill on the Senate side, and are providing technical assistance.
So we are very enthusiastic about this huge public health step,
which will also obviously provide resources for some of the public
health investments we want to make.

But what | have said consistently on the President’s priorities—
and NIH is clearly at the top of that list—is that if the resources
that we have identified, whether they are user fees or whether it
is legislation that must be passed, are not there, we are going to
have to work with the committee to make sure that these priorities
are passed.

Senator SPECTER. Are you prepared to give the tobacco compa-
nies immunity from future liability and class actions for the settle-
ment?

Secretary SHALALA. Senator, the President has said that any leg-
islation he will support must have a significant price increase, be
comprehensive, change the behavior of the tobacco companies,
leave FDA in place, work with the farmers and with their commu-
nications to make sure that they are not hurt by the legislation,
and fundamentally change behavior and hold tobacco companies ac-
countable. If all those things are in place, if there are other issues
that are raised as part of an overall comprehensive piece of legisla-
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tion, we will consider them. But until we see a bipartisan effort
and a bill that is put together and has the support of the vast ma-
jority that we can endorse, we are not prepared to discuss addi-
tional issues.

Senator SPECTER. Madam Secretary, what you have articulated
is a little bit of something for everybody, and make a lot of people
happy. But the reality is there is not going to be a settlement un-
less there is a release of the tobacco companies from future liability
and class actions. And unless someone is prepared to step up to the
table and say yes, | am prepared to do that, | think that any inclu-
sion of funds from the tobacco companies is really totally illusory.

Secretary SHALALA. Senator, what we have consistently said is
that we are talking about a major piece of legislation that would
be a huge public health step toward reducing youth smoking in this
country. We are going to keep our eye on the ball. And if we see
a comprehensive piece of legislation that has all of the elements
the President has recommended—in particular, the price increase,
which we know will have an effect on children smoking in this
country—then we are prepared to discuss other issues.

CLASS ACTION SUITS

Senator SPeEcTER. Well, the best that | take from that answer is
that you would not rule out a release from liability from class ac-
tion suits in the future.

Secretary SHALALA. Senator, we will consider any other issue
that anyone wants to put on the table once we see the comprehen-
sive piece of legislation.

Senator SpecTER. Including release of liability from future class
action suits?

Secretary SHALALA. Senator, we are not taking a position on any-
thing specific, other than that on which we have already taken a
position: a comprehensive piece of legislation that focuses on reduc-
ing children smoking. Once we see that comprehensive piece of leg-
islation which we believe there is a bipartisan majority to pass,
that will be a huge public health step, then we would be happy to
discuss any additional issues.

Senator SPECTER. Including a release of liability for future class
actions? [Laughter.]

If you repeat the same answer and do not answer the question,
and you do not want to answer the question, |1 will not ask it again.

Secretary SHALALA. Senator, | think | have answered the ques-
tion. The President will support a comprehensive piece of legisla-
tion.

Senator SPECTER. | know what you said.

Secretary SHALALA. If there are other issues——

Senator SPECTER. Like a release of future liability from class ac-
tions. [Laughter.]

Secretary SHALALA [continuing]. That could be discussed, we
would be happy to look at them at that time. First, we want to see
the public health package.

Senator SpecTeER. Well, we cannot be happy to look at your budg-
et when it has $1.9 billion which is predicated on what is really
illusory and pie in the sky. But | think | understand your position.

Thank you very much, Madam Secretary.
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Secretary SHALALA. Senator, if | may, since you are going to hear
from Nancy-Ann Min DeParle, | want to make clear both my sup-
port for her and my enthusiasm about her willingness to take on
the toughest job in the Department. We were lucky to attract a
young woman like Nancy-Ann Min DeParle to take on this respon-
sibility. 1 have full faith in her ability to lead the Health Care Fi-
nancing Administration, and | think she is an outstanding profes-
sional. Thank you, Senator.

ADDITIONAL COMMITTEE QUESTIONS

Senator SPeECTER. Thank you very much. There will be some ad-
ditional questions which will be submitted for your response in the
record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-

ing:]
DEPARTMENT OF HEALTH AND HUMAN SERVICES

ADDITIONAL COMMITTEE QUESTIONS
CLONING

Question. The adult-cell technique used to create the sheep “Dolly” is very power-
ful and could be used someday to meet legitimate medical needs, such as the pro-
duction of scarce replacement organs, skin, or blood. FDA has said they hold regu-
latory jurisdiction over cloning. How will the agency assure that the technique is
used for legitimate research and not for cloning of a human being?

If this cloning technique does support useful purposes, are there steps in the
cloning process that could be monitored or regulated?

Answer. On March 4, 1997, President Clinton issued an Executive Order which
prohibits federal financing of human cloning, and has repeatedly encouraged Con-
gress to pass legislation to ban human cloning. In July 1997, President Clinton sub-
mitted legislation which would ban cloning of a human, whether publicly or pri-
vately funded, for a period of five years. In February 1998, Senator Feinstein intro-
duced a similar bill with a 10 year ban on cloning a human.

Independent of future legislation regarding the cloning of humans, FDA has the
jurisdictional authority to regulate human cloning, including cloning of organs,
under the Public Health Service Act (regulating biological products) and the Federal
Food, Drug and Cosmetic Act (regulating drugs). Under these statutes and imple-
menting FDA regulations, clinical research on the creation of a human being using
cloning technology may proceed only when an investigational new drug application
(IND) 1s authorized by the FDA. Before such research may begin, the sponsor of the
research is required to submit to FDA an IND describing the proposed research
plan, to obtain authorization from an independent institutional review board, and
to obtain the informed consent of all participating individuals. FDA may prohibit
a sponsor from conducting the study (often referred to as placing the study on “clini-
cal hold”) for a variety of reasons, including if the Agency finds that “human sub-
jects are or would be exposed to an unreasonable and significant risk of illness or
injury,” “the IND does not contain sufficient information required * * * to assess
the risks to subjects of the proposed studies,” or “the clinical
investigators * * * are not qualified by reason of their scientific training and
experience to conduct the investigation.”

In the case of attempts to create a human being using cloning technology, there
are major unresolved safety questions. Until those questions are appropriately ad-
dressed, the Agency would not permit any such investigation to proceed.

LIVER TRANSPLANT ALLOCATION POLICY

Question. Madame Secretary, you recently notified the Senate that HHS intends
to change the current liver allocation policy. Now, donated livers are first offered
to patients ranked on a local list prior to being made available nationally. | under-
stand that your new policy will begin to implement a nationwide severity of illness
policy. Could you elaborate on why the current liver allocation policy needs to be
changed.
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Answer. We continue to have a serious shortage of organs for transplantation, and
indeed in recent years, the shortage has grown worse. We have also not yet achieved
many of the important benefits of a national organ-sharing network that were envi-
sioned by the National Organ Transplant Act of 1984 (NOTA). The most visible
short-coming is the wide span in average waiting times for those on transplantation
waiting lists. In some areas of our Nation, patients wait 5 times longer or more for
an organ than in other areas. Less visible but more important are the resulting in-
equities in who receives organs. Where waiting times are shortest, organs may go
to patients who are less ill; while at the same moment, in areas where patients wait
longer, organs often are not offered to patients with greater medical need. In the
worst case, patients die in areas where waiting times are long, while at the same
time organs are being made available to less ill patients in areas with shorter wait-
ing times. Even as technology has improved, making it possible to preserve organs
longer and hence offer them over a wider geographic area, the allocation scheme of
the Organ Procurement Transplant Network (OPTN) has continued to give pref-
erence to local use of organs even if such organs could be used to save the lives of
sicker patients located further away.

Question. It is my understanding that the administration will soon issue new reg-
ulations regarding liver allocation policy. Can you share with us what will be the
key elements?

Answer. HHS will establish broad performance standards and make clear the de-
sired outcomes which will best serve the Nation. In preparing the regulation, we are
developing performance and outcome standards which would be applied to the poli-
cies developed by the OPTN. The goal of the performance standards would be to
make it possible for patients with the greatest medical need for transplantation to
be more accurately identified by the national network and to be put at the head of
the list for a suitable organ. This means the development of standard patient listing
criteria and medical urgency categories that would enable our transplant network
to reliably assess the medical condition and need of all patients awaiting transplan-
tation. The regulation would look to OPTN to develop the specific, medically-sound
policies for achieving goals such as uniform criteria among centers and the develop-
ment of allocation policies that would make waiting times more equal in the various
regions of the Nation. HHS does not seek to develop the policies and would not do
so unless the OPTN failed to develop satisfactory policies of its own.

HEALTHY START INITIATIVE

Question. What have been the accomplishments of the Healthy Start program? In
your opinion, is the program serving its core purpose of identifying the contributing
factors to infant mortality and low-birth weights?

Answer. We believe that many important lessons were learned through the origi-
nal Healthy Start communities and their successes should be passed on and rep-
licated in other interested communities. The purpose of the Healthy Start Dem-
onstration was to create and implement community-based strategy targeted at im-
proving birth outcomes among underserved women. The demonstration phase of the
Healthy Start Initiative concluded in September 1997. An interim report, Interim
Findings: Impact of Healthy Start on Infant Mortality and Other Birth Outcomes,
found that infant mortality declined substantially in the Healthy Start project areas
between the baseline period prior to Healthy Start and the early years of Healthy
Start. Across all of the projects in the interim evaluation there was a 21 percent
reduction in infant mortality. There was also a 20 percent national decline in infant
mortality over the same period. The Detroit Healthy Start program significantly re-
duced the infant mortality rate from 27.2 to 22.5 infant deaths per 1,000 live births,
a 17 percent reduction. The Philadelphia Healthy Start program significantly re-
duced its post neonatal mortality rate from 7.7 to 4.5 postneonatal deaths per 1000
live births. The Healthy Start program was also associated with increases in the
percentage of women who received adequate or better prenatal care.

In addition, the Healthy Start Communities have reported positive progress to-
wards increasing the number of women entering prenatal care early, increasing uti-
lization of services, increased public awareness of the contributing factors of infant
mortality, and improved family and community support.

Question. How might the program be improved or extended in ways that would
further the lessons learned up to now from the original 15 Healthy Start sites?

Answer. Fiscal year 1999 funding will provide for a continuing opportunity to re-
duce infant mortality by replication of successful Healthy Start models of interven-
tion in urban and rural communities with high rates of infant mortality. In fiscal
year 1999, $35 million will be awarded to up to 20 mentoring projects for continued
support of successful strategies and the utilization of these projects as peer mentors
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to new Healthy Start communities and other health care providers, thereby maxi-
mizing the lessons learned to date in the reduction of infant mortality and low birth
weight infants. In addition, $51 million will be awarded to up to 42 communities
which have begun to replicate successful strategies of infant mortality reduction in
fiscal year 1998.

PRESIDENT'S COMMISSION’'S CONSUMER BILL OF RIGHTS

Question. Last month the President issued an Executive Order which, among
other things, directs HHS to ensure that Medicare complies with the Quality Com-
mission’s Consumer Bill of Rights by 1999, including providing access to specialists
and ensuring adequate levels of beneficiary participation in treatment decisions.
What specific steps does HHS plan to take to implement the Executive Order?

Answer. The President has directed all Federal agencies with jurisdiction over
health programs to ensure that all of these programs come into compliance with the
Consumer Bill of Rights by 1999. With regard to HHS implementation of this order
for Medicare, our analysis shows that Medicare is already largely in compliance.
Our current plan is to take the following steps to ensure compliance with the order
f?]r Me;jicare (there may also be areas where we will need additional statutory au-
thority):

—Establish the new “www.medicare.gov” website as well as the Medicare Com-
pare database included in the website. These innovations will help beneficiaries
and relatives understand the options available under Medicare. This helps to
fulfill the Information Disclosure Right. The website is live.

—HCFA will issue a policy directive, based on current statutory authority, that
will ensure that health plans will be in compliance with the Access to Specialty
Care Right.

—The BBA included a number of provisions related to complaints and appeals
that will be applicable to Medicare + Choice plans, and we are in the process
of implementing them. These provisions will strengthen Medicare’s existing pro-
tections for managed care enrollees.

—HIPAA requires HHS to promulgate standards for a specified set of electronic
health care transactions which is part of a broader effort to protect the con-
fidentiality of medical records. We have undertaken this effort which will help
to fulfill the Confidentiality of Information Right.

—Additional statutory authority is needed to bring the program into full compli-
ance with regard to confidentiality and choice of provider rights.

Question. Has the Department estimated the administrative costs, if any, of im-

plementing these changes?

Answer. While we have not made any formal estimation of the administrative
costs involved with implementing these changes, we strongly believe that any costs
will be minimal.

AGENCY FOR HEALTH CARE POLICY AND RESEARCH

Question. Dr. Eisenberg, | understand that a conference was held in October 1997
which looked at “Early Childhood Caries.” The conference concluded that in many
low-income preschool children—dental caries is under-treated. First tell me, if you
can, why this is the situation? Especially with the existence of such programs as
the Child Health Insurance Program and the State Medicaid program.

Answer. Research conducted by the Agency’s first dental Scholar-in-Residence, in
collaboration with individuals from the National Center for Health Statistics and
the Health Care Financing Administration, and by the National Institute of Dental
Research has identified the sociodemographic distribution of pediatric dental caries
(cavities) in different age, ethnic and income groups. Once an almost universal con-
dition of childhood, extensive caries afflicts disproportionately more low-income chil-
dren today. The prevalence of untreated dental decay is approximately 4 times high-
er for the poor as it is for children from economically comfortable families, a situa-
tion which exists for very young children, older children, and adolescents.

Care delivery issues are complex. Although both physicians and dentists have op-
portunities to prevent, intercept, and treat early childhood caries, oral health serv-
ices are not well integrated with other services and assessments. Even if a physician
detects the condition and refers the mother to seek dental care for her child, she
faces other barriers to having her child actually receive care. Very young children
present management challenges that reduce still further the number of dentists
willing to schedule appointments for them. Low-income parents frequently have not
experienced regular dental care themselves, and many have not developed the skills
nor awareness that allow them to assume responsibility for appropriate visits and
recall appointments. Painful emergency treatment experiences that are common for
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low-income recipients of dental care often result in the development of permanent
fears and avoidance of dental care.

The October 1997 Early Childhood Caries Conference recommended that more re-
search is needed to identify effective means of preventing and treating this problem,
and it is clear that health services, behavioral, and biomedical research each have
a role in identifying solutions. Only multifaceted approaches to address this problem
are likely to be successful. Solutions depend upon synthesis and transfer of research
findings, provider and public education, expanded provider base through effective
extender utilization, coordination with primary pediatric medical care, and develop-
ment of quality performance measures for health plans and population-based oral
health care. Evaluation of demonstration programs can identify elements associated
with success. Development and implementation of improved quality measures to as-
sess the performance of outreach and care delivery components of future programs
should create incentives for providers and plans to engage in coordinated care and
be held responsible for the outcomes.

Question. The Early Childhood Caries conference recommended that more re-
search is needed to identify effective means of preventing and treating this problem.
How much do you have in your 1999 budget to research this problem?

Answer. Although the Agency has not specifically designated a portion of its budg-
et for dental health services research in general, or to early childhood caries in par-
ticular, research on children’s health has been designated a priority area in the fis-
cal year 1999 budget. It is expected that up to $2 million will be devoted to improv-
ing the quality of children’s health care. The general topic of quality also has been
designated as a priority area in the fiscal year 1999 budget, including development
and implementation of improved quality measures.

Research conducted by the Agency’s first dental Scholar-in-Residence, in collabo-
ration with individuals from the National Center for Health Statistics and the
Health Care Financing Administration, has identified the sociodemographic dis-
tribution of pediatric dental caries in different age, ethnic and income groups. Care
delivery issues are complex. Although both physicians and dentists have opportuni-
ties to prevent, intercept, and treat early childhood caries, oral health services are
not well integrated with other services and assessments.

Question. As the U.S. population gets older, are there some special dental care
problems faced by our senior citizens?

Answer. Despite appreciable gains in oral health, certain groups still carry an ex-
tensive burden of oral disease. Among these are older adults and minority popu-
lations. Older adults who were born and spent their early years without the benefit
of fluorides and other preventive therapies and who became acclimated to a pre-
World War Il delivery system exhibit an oral health status different from that of
younger adults. Similarly, these older adults’ values, beliefs and behaviors, despite
formal education and sufficient income, may make them more vulnerable to oral dis-
eases and their sequelae. Addressing the dental care needs of the elderly population
is becoming more complex, as younger cohorts have more, often heavily repaired,
teeth than earlier cohorts, and the maintenance of this health presents different
challenges.

The elderly have problems of untreated dental disease, problems with deteriora-
tion of previously repaired teeth and supporting structures, problems of complica-
tions of multiple chronic medical diseases, and problems associated with some of the
treatments of those diseases, such as the many medications which cause “dry
mouth” and increase the risk of dental diseases. The continued prevention and con-
trol of oral diseases and conditions in those groups of individuals who bear the bur-
den of most of the problems requires a broad approach, involving numerous strate-
gies, as well as the efforts and resources of many groups, organizations, and individ-
uals.

Having a regular source of care and/or regular dental visits and improved oral hy-
giene practices appears to be a promising avenue for the promotion of better per-
ceived and clinically evaluated oral health status among most older ethnic groups.
New initiatives may be required to reach those who may never have had a pattern
of regular dental care, particularly minority and low-income elderly. However, even
those who enter their senior years following regular receipt of care face new chal-
lenges associated with income, mobility, and other social factors. Complicating their
situation further is the fact that many common dental treatment procedures for
older adults are rendered in the absence of comprehensive knowledge of their ex-
pected results along most dimensions of treatment outcome, which limits the infor-
mation available to practitioners. At a time in their life when financial resources
become limited, many senior citizens are faced with treatment options whose bene-
fits, relative to the costs, are difficult to assess without this information. If patients
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face financial barriers to receipt of necessary dental care, the outcomes of care for
some medical conditions may be compromised.

Question. Does your research agenda include addressing the special dental care
needs of the seniors?

Answer. In the early years of AHCPR, a series of studies was supported that ad-
dressed special dental care needs of the elderly, providing information for the health
care professionals who care for them, and policy makers. Some studies looked at
issues related to access to care, such as evaluation of a Medicare demonstration pro-
gram to provide access to dental care for low income minority seniors, and evalua-
tion of the effectiveness of a community-based geriatric nurse practitioner interven-
tion targeting older-old adults (age 75+) to stimulate appropriate dental service uti-
lization and improve oral health. Another study focused on methods to be used for
outcomes research, specifically a self-reporting instrument to measure patient satis-
faction and outcomes with dental implant procedures. Recently, findings were re-
ported from a study addressing ethnicity, aging, and oral health outcomes, which
included assessment of predisposing and enabling factors, dental care delivery sys-
tems, and sociodemographic population characteristics. This study suggests charac-
teristics, such as an individual's care seeking attitudes, of people at highest risk for
poor oral health outcomes and the kinds of policies that might improve those out-
comes.

Further research is needed to determine which measures work best to prevent
and treat dental diseases that disproportionately affect older adults, such as root
surface cavities, as well as technologies and approaches to screen for early stages
of oral cancer. Research addressing the value of treatment for oral conditions on the
outcomes of care for medical conditions is also needed.

The Agency has funded NMES and MEPS providing important information on
dental care. NMES and MEPS data are especially useful to better understand the
dental needs for vulnerable populations such as children and the elderly. Specifi-
cally, NMES data collected in 1987 established a baseline level of use, expenditures
and sources of payment for dental care for the U.S. population. MEPS data collected
in 1996 and 1997 will be used to establish more current estimates for dental care
utilization and make possible the identification of changes that have occurred dur-
ing the previous ten years. Since NMES and MEPS are nationally representative
data, analyses are very useful to describe dental access for vulnerable populations.

Analyses of MEPS data will make possible estimates of the impact of retirement
on the use, expenditures and sources of payment for dental care. Since dentistry is
generally not covered by Medicare, retirement can result in the loss of dental cov-
erage for many Americans. The impact of this loss of coverage has been difficult to
estimate because panel data for a sufficiently large population has not been avail-
able. MEPS is a panel survey with data collected over two years. Sample size per-
mitting, analyses of MEPS will allow for a description of the elderly as they move
in one year from working to the next year into retirement. Also, as the population
ages it is important to update current data for older Americans of different cohorts.
MEPS will provide the most current and comprehensive data for each cohort within
the elderly population.

SUBSTANCE ABUSE AND MENTAL HEALTH ADMINISTRATION [SAMHSA]
BLOCK GRANT FORMULA

Question. Last year's Labor/HHS Appropriations Act prohibited SAMHSA from
implementing a proposed change in the way it allocates block grant funds to the
States and the Conference Report indicated that this Committee would not increase
funds for either of the State block grants until the authorizing Committees,
SAMHSA, and the substance abuse and mental health communities have imple-
mented a consensus policy regarding block grant formulas.

What is the current status of the block grant formulas, and has a consensus been
reached?

Answer. It should be noted that the Secretary has no authority to change the
Block Grant formula, except that which is granted in section 1918 of the Public
Health Service Act which applies only to the cost of service index. The House Com-
mittee on Commerce and the Senate Committee on Labor and Human Resources
have jurisdiction over SAMHSA programs including the Block Grants, and they
have the responsibility and authority to change the formula in statute should
changes be necessary.

In an effort to help forge a consensus, SAMHSA met with majority and minority
staff of both Committees and explained the changes that the Secretary was making.
At the request of Senator Frist, we, along with GAO, briefed staff of the members
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of the Labor and Human Resources Committee on the formula and the change from
manufacturing to non-manufacturing that the Secretary had authorized.

On January 20 and 21, SAMHSA provided technical and financial assistance to
a meeting of several State Directors of Substance Abuse and/or Mental Health Serv-
ices to discuss the formula. In early February, we provided the same technical as-
sistance to members of the National Coalition of State Alcohol and Drug Prevention
and Treatment Associations at their annual conference. We have been and will con-
tinue to be available to brief any group who would like to become familiar with the
formula and the issues involved.

While various changes are being considered in both the House and Senate, no con-
sensus has been reached.

Question. If not, what are the major stumbling blocks?

Answer. As members review the formula, they are trying to balance the need of
their home State for funds and what makes good policy. We have confidence that
an agreement will be reached, especially since the President has requested an addi-
tional $200 million for the SAPT Block Grant.

Question. What do you believe is the most equitable way of implementing any new
formula so that no State experiences an inordinately large decline in federal fund-
ing?

Answer. The Secretary has recommended to Congress that new statutory author-
ity be passed to phase in the changes caused by the shift from the use of manufac-
turing to non-manufacturing wage data over three or five years.

Question. What assistance will SAMHSA provide to states which would lose sig-
nificant funding?

Answer. As pointed out earlier, it is our hope that the Department will be given
authority to phase the change from the use of manufacturing to non-manufacturing
wage data in over 3 or 5 years. The advantage of this is that States will be able
to plan how they will make up for the loss of Federal funds. SAMHSA will assist
them in prioritizing their activities. Moreover, the additional $200 million requested
for the Substance Abuse Block Grant program will help prevent significant funding
losses.

KNOWLEDGE DEVELOPMENT AND APPLICATION [KDA] PROGRAM

Question. Madame Secretary, the new Knowledge Development and Application
(KDA) program in SAMHSA is designed to identify and address policy and service
delivery questions of national concern, as opposed to SAMHSA's previous policy of
funding local substance abuse and treatment demonstration programs. Is there
overlap in the new KDA's with existing programs?

Answer. The KDA Program is designated to identify and address policy and serv-
ice delivery questions important to communities, and it does so in several different
ways. For example, the State Incentive Grants (SIG’s) are a major component of the
HHS Secretary’s Youth Substance Abuse Prevention Initiative and play a key role
in helping to achieve the outcome targets associated with this Initiative. SIG’s are
competitive grants to Governor’'s office which help coordinate disparate funding
streams and facilitate the development of proven effective, prevention strategies at
the local level aimed at reducing drug use by youth. This program serves as an in-
centive for Governors to examine and synchronize State-wide comprehensive preven-
tion strategy with private and community-based organizations. In the five states re-
cently awarded a State Incentive Grant in fiscal year 1997, the Governors have com-
mitted themselves to becoming actively involved in substance abuse prevention by
direct involvement and oversight of this project.

Another example is the Targeted Treatment Capacity Expansion Program de-
signed to create and expand comprehensive substance abuse treatment services, pro-
mote accountability and enhance the quality of and access to treatment services.
CSAT will support State, city, and/or other partners in efforts to identify gaps in
the alcohol and other drug service delivery system, and where current capacity with-
in a treatment modality is insufficient, provide for expanded access to treatment.

As these examples show, the KDA Program directs resources to improving service
quality in communities. It does not duplicate any other federal efforts, and in fact,
has been expressly designed by SAMHSA to complement existing programs. The
program serves several distinct purposes: to ascertain whether approaches that have
a basis in research are effective in actual service settings; to communicate best prac-
tice information through such mechanisms as treatment improvement protocols; to
ensure that high quality services in targeted areas of national interest are imple-
mented nationwide; and to translate knowledge into practice, in particular through
the Block Grants and other service programs. In short, the program helps ensure
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that ISAI\I/IHSA and other federal efforts work in an integrated way at the commu-
nity leve

An example of this is the relationship between federal research programs and
SAMHSA KDA's. Research projects generally represent long-term studies of a wide
variety of service topics, each inspired by an individual investigator. The results are
of course immensely valuable in contributing to the knowledge base. However, given
the variety and ever-changing dynamics of service delivery, practitioners may be un-
familiar with new research results, find them less relevant to their particular serv-
ice needs, or be unable to change their practices for a wide variety of reasons.
SAMHSA communicates continually with the field to assess their needs; an excel-
lent example of how this is accomplished is through feedback from the extensive
Block Grant technical assistance program. This feedback permits SAMHSA to de-
sign and develop shorter term, focused evaluations and knowledge application
projects. They are coordinated to ensure that proven practices not only work when
employed in public sector programs, but that these programs are implementing ef-
fective practices. No other federal programs have this as their mission. Similarly,
other KDA-supported projects such as national clearinghouses and sponsorship of
national information and public communication programs either represent a unique
SAI\/:HSA role, or are conducted jointly with other federal sponsors to prevent any
overlap.

Question. How is demonstration funding being phased out and KDA funding
phased in?

Answer. Consistent with the guidance received from the Committee, SAMHSA'’s
former demonstration projects are being continued through their initial federal
project period, which was up to five fiscal years. No new demonstration projects
have been awarded since 1995. In the fiscal year following completion of a dem-
onstration continuation project, a comparable amount of funds within the resource
base is available to initiate new and more focused KDA projects targeted to the
highest priority service issues. This phase in can of course be accomplished only if
the overall KDA funding level remains level.

Question. Which demonstration grant programs still receive funding?

Answer. The Center for Mental Health Services (CMHS) will fund continuations
for the Service System Improvement grants and AIDS Education | in fiscal year
1998. CMHS will fund only one Service System Improvement grant in fiscal year
1999. The Center for Substance Abuse Prevention (CSAP) will support 18 continu-
ation grants funded under the Community Partnership program and 3 continuation
grants funded under the old High Risk Youth program in fiscal year 1998. While
we are phasing out the old High Risk Youth demonstration grants, the new High
Risk Youth services grants will continue. For most of these projects, fiscal year 1999
reflects their last year of federal support for the grants.

The Center for Substance Abuse Treatment has four demonstration programs con-
tinuing in fiscal year 1998. These are the Residential Treatment Program for
Women and Their Children (RWC-15 grants), the Pregnant and Postpartum Women
and Children Program (PPW-3 grants), the Criminal Justice Treatment Networks
(7 grants), and the Rural Remote and Culturally Distinct Populations Program (3
grants). The majority of the grants for the Women’s programs (RWC and PPW) and
all of the Criminal Justice Treatment Network grants are planned to continue in
1999. That will be the final year of funding for those programs.

Question. How are the substance abuse and mental health communities’ needs
and concerns taken into account by SAMHSA in developing the new KDA's?

Answer. Given the direct relevance of the KDA program to current service needs,
continuing input from mental health and substance abuse service providers is vital
to the success of the program. This is accomplished both through the active solicita-
tion of input from the service field, as well as through information gained by the
Agency as part of our continual involvement in service delivery issues. The former
usually occurs through suggestions received from national organizations represent-
ing States, consumers and their families, service providers, and others. Their sug-
gestions are factored into SAMHSA's agenda-setting process as potential grant an-
nouncements are considered each year.

The second, more indirect aspect of field input regarding needs and concerns oc-
curs during SAMHSA's continual communication with the field throughout the year.
Information from State Needs Assessments, concerns raised during technical assist-
ance visits to help implement Block Grant programs, views expressed in national
meetings, information clearinghouse inquiries, and a wide variety of other commu-
nications help identify the most salient issues. Since there are many more needs
identified than resources to address them, the final KDA agenda represents
SAMHSA's careful selection of issues deemed to be of greatest need and broadest
value to the field.
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Question. Do KDA's unnecessarily duplicate research efforts being conducted by
the National Institutes on Drug Abuse (NIDA), Alcoholism and Alcohol Abuse
(NIAAA), or Mental Health (NIMH)?

Answer. We do not expect that there will be any duplication of research efforts
being conducted by the former ADAMHA research Institutes. Our KD projects are
based upon specific situations where the fact that approaches have not been tested
in certain service settings creates an important gap in knowledge. We would not ex-
pect that NIH research projects would be based upon such very specific, highly ap-
plied research questions; that would be inconsistent with the NIH approach, where
specific research questions generally are investigator-initiated. In addition, we meet
regularly with the staff of the three Institutes to share information and identify
areas of mutual interest for collaboration.

Question. Would the purpose of the KDA's be better served by having the “devel-
opment” portion administered by NIH instead of SAMHSA so that more of
SAMHSA's discretionary funding could be used to provide direct assistance?

Answer. As expressed above, SAMHSA has a unique role to play in knowledge de-
velopment and application because of its extensive, continuing link to day-to-day
issues of service delivery. Agency staff understand community service delivery pro-
grams; barriers to developing better service integration and linkage; problems faced
by State, city and local governments in developing and managing comprehensive
prevention and treatment programs; challenges posed by co-occurring disorders,
homelessness, HIV/AIDS, and similar problems; and numerous other impediments
to quality improvement in the service system and to achievement of better system-
wide outcomes. This knowledge is essential to effective “development” activities. It
is particularly important since the service field is not as well developed as it is in
some areas of primary health care. While NIH plays an important role in the men-
tal health and substance abuse areas, it is a quite different one. It is unlikely that
an organization with a strong research orientation can be as effective in translating
knowledge into practice, if de-coupled from service delivery 